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Review  of 
Political  Development 


The  1999  General  Election 

T.A.  Legowo 


THE  last  three  months  saw  much 
public  attention  and  activities  fo- 
cused on  preparations  for  the  June 
7  General  Election.  As  what  usually  hap- 
pens prior  to  elections,  the  political  cli- 
mate tends  to  be  high.  Besides  a  much 
more  heated  competition  between  political 
parties,  the  increasing  political  climate  has 
been  marked  by  serious  social  conflicts  and 
upheavals  in  several  regions,  such  as,  Am- 
bon, Sambas,  Aceh  and  East  Timor.  In  ef- 
fect, political  development  has  brought 
about  two  main  issues,  election  related  is- 
sues and  non-election  related  issues.  Al- 
though the  latter  has  no  direct  bearing 
with  the  election  process,  its  influence  on 
the  elections  is  highly  relevant. 

Election-Related  Issues 

The  main  questions  are  not  about 
whether  or  not  the  elections  can  be  car- 
ried out  democratically  and  peacefully,  or 
whether  or  not  they  will  be  held  on  sched- 
ule (7  June  1999).  More  specifically,  there  are 
four  main  issues.  First,  the  public  is  ques- 
tioning the  power  composition  of  political 


parties.  Second,  questions  on  whether  or 
not  reformation  will  siu^ive  in  the  post- 
elections period.  Third,  the  possibihties  of 
political  alliances  and/or  coalitions  between 
political  parties.  Lastly,  the  possible  effects 
of  elections  being  postponed  or  even  can- 
celed. These  issues  truly  reflect  the  pub- 
lic's optimism  for  the  elections,  but  at  the 
same  time,  public  anxiety  over  possible 
riots  and  social  instability.  These  mixed  is- 
sues and  feelings  depict  in  general,  the  cir- 
cumstances behind  the  1999  General  Election. 

Preparations 

There  have  been  no  serious  obstacles 
in  the  preparations  for  the  elections.  Sev- 
eral incidents  of  physical  conflict  did  oc- 
cur between  party  supporters  in  Jepara  and 
Pekalongan  (Central  Java).  Yet,  it  is  high- 
ly likely  that  these  incidents,  which  were 
sporadic  and  local  in  nature,  can  be  re- 
solved locally  as  well.  In  spite  of  general 
anti-Golkar  sentiments,  there  is  no  issue  of 
national  scope  that  \vill  create  riots  or  so- 
cial upheavals  large  enough  to  interrupt  the 
whole  elections  process. 
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Table  1 

POLITICAL  PARTIES  QUALIFIED  TO  PARTICIPATE  IN  THE  1999  GENERAL  ELECTION 


No. 

Political  Party 

Ideological  Principles 

01 

Partai  Indonesia  Baru  (PIB) 

Pancasila 

18-1-1999 

02 

Partai  Kristen  Nasional  Indonesia  (KRISNA) 

Pancasila 

20-5-1998 

03 

PNI  Supeni 

Pancasila 

26-10-1995/20-5-1998 

04 

Partai  Allans!  Demokrat  Indonesia  (PADI) 

Pancasila 

23-5-1998 

05 

Partai  Kebangkitan  Muslim  Indonesia  (KAMI) 

A!  Qur'an 

29-8-1998 

06 

Partai  Ummat  Islam  (PUI) 

Islam 

26-6-1998 

07 

Partai  Kebangkitan  Ummat  (PKU) 

Pancasila  &  islam 

21-9-1998/25-10-1998 

08 

Partai  Masyumi  Baru 

Islam 

28-10-1995/20-1-1996 

09 

Partai  Persatuan  Pembangunan  (PPP) 

Islam 

5-1-1973 

10 

Partai  Syarikat  Islam  Indonesia  (PSIl) 

Dinul  Islam 

16-10-1905/29-5-1998 

11 

Partai  Demokrasi  Indonesia  Perjuangan 

Pancasila 

10-1-1973 

12 

Partai  Abul  Yatama  (PAY) 

Pancasila 

7-1-1999 

13 

Partai  Kebangsaan  Merdeka  (PKM) 

Pancasila 

18-8-1998 

14 

Partai  Demokrasi  Kasih  Bangsa  (PDKB) 

Pancasila 

3-8-1998/5-8-1998 

15 

Partai  Amanat  Nasional  (PAN) 

Pancasila 

23-8-1998 

16 

Partai  Rakyat  Demokratik  (PRD) 

People's  Social  Democracy 

15-4-1996/22-7-1996 

17 

Partai  Syarikat  Islam  Indonesia  (PSII-1905) 

Dinul  Islam 

16-10-1905/21-5-1998 

18 

Partai  Katolik  Demokrat  (PKD) 

Pancasila 

21-8-1998 

19 

Partai  Pilihan  Rakyat  (PILAR) 

Pancasila 

16-6-1998 

20 

Partai  Rakyat  Indonesia  (PARI) 

Pancasila 

22-5-1998 

21 

Partai  Politik  Islam  Indonesia  Masyumi 

Islam 

8-11-1945/28-8-1998 

22 

Partai  Bulan  Bintang  (PBB) 

Islam 

17-7-1 998/26-7-1998 

23 

Partai  Solidaritas  Pekerja  (PSP) 

Pancasila 

7-2-1999 

24 

Partai  Keadilan 

Islam 

20-7-1998/9-8-1998 

25 

Partai  NatidlatuI  Ummat  (PNU) 

Pancasila  &  Islam 

16-8-1998 

26 

PNI-Front  Marhaenis 

Pancasila 

10-2-1999 

27 

Partai  Ikatan  Pendukung  Kemerdekaan 

Indonesia  (IP-KI) 

Pancasila 

20-5-1954/12-9-1998 

28 

Partai  Republik 

Pancasila 

17-8-1998 

29 

Partai  Islam  Demokrat  (PID) 

Pancasila 

15-10-1998 

30 

PNI-Massa  Marhiaen 

Pancasila 

4-7-1927/21-5-1998 

31 

Partai  Musyawarah  Rakyat  Banyak  (Murba) 

Pancasila 

20-5-1998 

32 

Partai  Demokrasi  Indonesia  (PDI) 

Pancasila 

10-1-1973 

33 

Partai  Golkar 

Pancasila 

20-10-1964/8-3-1999 

34 

Partai  Persatuan 

Islam 

3-1-1999/5-1-1999 

35 

Partai  Kebangkitan  Bangsa  (PKB) 

Pancasila 

23-7-1998 

36 

Partai  Uni  Demokrasi  Indonesia  (PUDI) 

Religious  Democracy 

29-5-1996 

37 

Partai  Buruh  Nasional  (PBN) 

Pancasila 

28-8-1998 

38 

Partai  MKGR 

Pancasila 

27-5-1 998 

39 

Partai  Daulat  Rakyat  (PDR) 

Pancasila 

1-1-1999 

40 

Partai  Cinta  Damai 

Pancasila 

10-9-1998/17-10-1998 

41 

Partai  Keadilan  dan  Persatuan  (PKP) 

Pancasila 

15-12-1998/15-1-1999 

42 

Partai  Solidaritas  Pekerja  Seluruh  Indonesia 

Pancasila 

13-6-1998 

43 

Partai  Nasional  Bangsa  Indonesia  (PNBI) 

Pancasila 

30-5-1998 

44 

Partai  Bhinneka  Tunggal  Ika  (PBI) 

Pancasila 

1-6-1998/11-6-1998 

45 

Partai  Solidaritas  Uni  Nasional  Indonesia  (SUNI) 

Pancasila 

27-7-1998 

46 

Partai  Nasional  Demokrat  (PND) 

Pancasila 

12-6-1998 

47 

Partai  Ummat  Muslimin  Indonesia  (PUMI) 

.  Pancasila  &  Islam 

21-5-1998 

48 

Partai  Pekerja  Indonesia  (PPI) 

Pancasila 

20-5-1998 

Source:  Suara  Pembaruan,  4  March  1998;  Kompas.  6  March  1999;  and  Tim  Penelitian  dan  Pengem- 
bangan  Kompas,  Partai-partai  Politik  Indonesia:  IdeologI,  Strategl  dan  Program  (Jakarta:  PT  Kom- 
pas Media  Nusantara,  1999). 
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Through  the  verification  process  by  the 
Commission  for  the  General  Elections  (KPU), 
48  out  of  149  political  parties  are  quali- 
fied to  participate  in  the  general  elections 
(Table  I).  Except  at  the  national  level,  not 
all  of  the  48  parties  will  be  able  to  parti- 
cipate in  elections  at  the  provincial  and 
district  levels.  Elections  in  the  provinces 
of  Jakarta  and  West  Java,  for  example,  will 
be  competed  by  48  parties,  but  elections  in 
Irian  Jaya  will  only  involve  24  parties.  The 
elections  in  the  district  of  Samarinda,  for 
example,  will  be  contested  by  36  parties,  but 
in  the  district  of  Bulongan,  only  14  parties 
will  participate.  Both  districts  ~  Samarinda 
and  Bulongan  ~  are  in  the  same  Province  of 
East  Kalimantan. 

The  Commission's  decision  to  qualify 
48  parties  invited  protests  from  ineligible 
political  parties  and  raised  questions  about 
the  method  used  in  verifying  the  eligibility 
of  political  parties.  In  the  view  of  some  ob- 
servers, several  of  the  48  parties  that  did 
pass  verification,  did  not  meet  the  condi- 
tions stipulated  in  the  election  laws.  The 
failure  of  the  Commission  to  clarify  its 
position  may  have  deprived  the  rights  of 
several  aspiring  parties  and  deteriorated  its 
credibility  as  the  authorizing  body  of  the 
general  elections. 

The  Commission  has  also  determined 
the  allocation  of  seats  for  the  national, 
provincial  and  district  parliaments  (DPR, 
DPRD  I  and  DPRD  II)  that  will  be  contested 
by  parties  in  each  electorate  (Table  2).  There 
were  no  substantial  problems  concerning 
seat  allocation,  though  some  voices  of  pro- 
tests came  from  the  Provincial  Election  Com- 
mittees of  Yogyakarta  and  East  Timor. 
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The  Election  Committee  of  Yogyakarta 
argued  that  Yogyakarta  should  be  alloc- 
ated a  larger  number  of  seats  in  the  na- 
tional and  provincial  parliaments  if  the 
Conunission  used  accurate  population  data. 
According  to  the  Provincial  Bureau  of 
Statistics,  the  population  of  Yogyakarta  is 
3,023,242  persons,  with  an  electorate  num- 
bering of  about  2,075,097.  Based  on  this 
data,  Yogyakarta  should  have  8  seats  in 
the  national  parhament  and  55  seats  at  the 
provincial  level. 

Meanwhile,  in  East  Timor,  the  Provin- 
cial Elections  Committee  protested  and  re- 
jected the  4  seats  allocated  for  East  Timor 
at  the  national  level.  The  Committee  argued 
that  the  central  government  and  the  Elec- 
tions Commission  was  inconsistent  in  im- 
plementing election  laws  (3/1999),  particu- 
larly article  4(1)  stipulating  that  each  district 
will  have  at  least  one  representative  (seat) 
in  the  national  parliament.  It  seems,  how- 
ever, that  these  protests  were  not  taken  se- 
riously by  the  Commission  for  the  General 
Elections. 

The  nomination  of  candidates  for  all 
levels  of  assembly  has  also  been  completed 
in  the  electoral  process.  The  total  number 
of  candidates  is  11.583  (Table  3).  A  signi- 
ficant problem  found  in  this  stage  of  the 
elections  process  was  the  very  short  time 
allowed  to  introduce  the  candidates  to  the 
public. 

The  electoral  process  has  reached  the 
period  of  campaigning  which  ran  from  19 
May  to  4  June  1999.  Various  campaign  re- 
gulations have  been  enacted  to  anticipate 
and  prevent  potentially  dangerous  forms 
of  campaigning,  such  as,  making  rallies 
and  mobilizing  supporters  from  other  re- 
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Table  2 

ELECTED  SEATS  FOR  DPR-RI,  DPRD  I  AND  DPRD  II  IN  THE  1999  GENERAL  ELECTION 


No.  Province/Electorate 


Population 


Seats  for  National 
Parliament 
(DPR-RI) 


Number  of  seats 
Seats  for         for  District 
Provincial  Parliament 
Parliament       (DPRD-II)  in 
(DPRD-I)      cummulative  at 
the  provincial 
level 


01 

Daerah  Istimewa  Aceh 

4,114.400 

12 

55 

365 

02 

Sumatera  Utara 

11,617.000 

24 

85 

700 

03 

Sumatera  Barat 

4,511.800 

14 

55 

465 

04 

Riau 

4,330.100 

10 

55 

285 

05 

Jambi 

2,613.700 

6 

45 

240 

06 

Sumatera  Selatan 

7,775.800 

15 

75 

415 

07 

Bengkulu 

1,566.100 

4 

45 

150 

08 

Lampung 

7,453.400 

15 

75 

415 

09 

DKI  Jakarta 

9,704.600 

18 

85 

0 

10 

Jawa  Barat 

43,864.800 

82 

100 

1.195 

11 

Jawa  Tengah 

30,236.200 

60 

100 

1.515 

12 

Dl  Yogyakarta 

c 
o 

210 

13 

Jawa  Timur 

34,569.400 

68 

100 

1.560 

14 

Kalimantan  Barat 

3,892.500 

9 

55 

310 

15 

Kalimantan  Tengah 

1,785.100 

6 

45 

190 

16 

Kalimantan  Selatan 

3,018.300 

11 

55 

340 

17 

Kalimantan  Timur 

2,744.800 

7 

45 

240 

18 

Bali 

3,908.600 

9 

55 

335 

19 

Nusa  Tenggara  Barat 

4,136.000 

9 

55 

280 

20 

Nusa  Tenggara  Timur 

3,754.200 

13 

55 

410 

21 

Timor  Timur 

891.000 

4 

45 

265 

22 

Sulawesi  Selatan 

7,922.500 

24 

75 

785 

23 

Sulawesi  Tengah 

2,098.100 

5 

45 

185 

24 

Sulawesi  Utara 

2,862.200 

7 

45 

250 

25 

Sulawesi  Tenggara 

2,424.600 

5 

45 

195 

26 

Maluku 

2,235.700 

6 

45 

210 

27 

Irian  Jaya 

2,387.100 

13 

45 

275 

Total 

209,389.000 

462 

1.630 

1 1 .785 

Source:  Keputusan  Komisi  Pemilihan  Umum  (KPU)  No.  40,  41  dan  42  Tahun  1999;  21  April  1999;  and 
Kompas,  23  April  1999. 

1 .  The  number  of  district  in  Indonesia  now  is  325. 

2.  The  number  of  seats  of  the  national  parliament  are  equally  distributed  to  Java  and  outer  Java  with 
the  composition  of  234  (Java)  dan  228  (outer  Java). 

3.  The  number  of  elected  seats  is  432;  the  unelected  seats  allocated  for  the  military  representatives 
is  38.  Total  seats  of  the  parliament  is  500. 


gions.  Until  the  end  of  the  first  round  of 
the  campaign  period,  there  were  no  sub- 
stantial incidents  of  uncontrollable  viol- 
ence despite  some  occurrences  of  physical 


conflict  between  party  supporters.  Physical 
conflict  also  originated  from  within  the 
general  public  through  some  acts  of  anti- 
Golkar  sentiment.  These  incidents  included 
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Table  3 

NUMBER  OF  CANDIDATES  PROPOSED  BY  48  PARTIES  FOR  NATIONAL  PARLIAMENT 

No.    Political  Party                                            Number  of  definitive  Number  of  Provinces 
 Candidates  Represented 


U  1 

rdildl  lllUQilcSIa  DalU  \r\\^) 

237 

20 

Partai  l^ricton  Macinnal  InHrknaeis  /1/'DICKIA\ 
rtxwax  r\lldlcil  tNdblUiidi  liluOncSia  ^MXIolNM) 

193 

26 

PMI  ^tinoni 

247 

24 

rdildl  Mlldiial  L/ciiiu(\ldl  inuuncSId  \rf\\J\) 

146 

23 
25 

rdildl  r\cudii9Mldn  IVIUSMm  InQOncSia  ^r\AMIy 

85 

06 

Part;)!  I  Immaf'  Iclam  /'PI  ll\ 
raiLai  uiiiilldl  loldlll  (i  UN 

168 

23 

07 

raiiai  rxcijai  i^rviidl  I  Ulllllfdl  Irr\U) 

159 

20 

08 

Pnrtnl  MaQVi  imi  Ram 
raiiai  iviaoyuiiii  odiu 

131 

18 

09 

Parfai  pprcafiian  PemKanniinan  /PPD^ 
rdildl  rciodlUdil  r CI iiUdriyUDdn  (rrr) 

714 

26 

10 

Parfai  j^uarikaf  Iclam  InHnnacia  /PQIIA 
rdildl  Oydiirvdl  idldill  liluuricSid  (roll) 

277 

27 

11 

Parfal  DomnVraci  InHnnAcia  Pariiion/^^n 
rdildl  LyciiiuiMdai  iriUUllcSId  rcrjUdnGan 

642 

27 

19 

Partai  Ahiil  Vafama  /PAV^ 
r  dlldl  MUUI  TdlalTid^rMT^ 

202 

16 

1  O 

rdildl  tveudnQSddn  lylciueKd  (rfNJvlj 

130 

23 

14 
1  *t 

raridi  uemoKidSi  fSdSin  bdnQsa  (rUI\D) 

191 

21 

1  o 

rdildl  Mmdnai  INaSIOndl  (rAlN^ 

538 

27 

16 

Partai  PaUvat  nomnlrratitr  /PPn\ 
rdildl  (Adrvydi  uciiiurvrailK  \rV\\J} 

20 

12 

17 

P;)rfai  !^varilfat  Iclam  Inrlrtnocia  /PCII  IQAC^X 
raiidi  oydiirvdi  loidiii  liluuiicoid  \roll-l57UO) 

113 

16 

18 

Partai  k'atnliL-  nomnt^raf  /PU^nx 
rdildl  INdlUlIK  UcrnOKldl  \rT\Xj) 

89 

24 

1  «7 

Partai  Pilihan  PaL^/ot  ^Pll  AD\ 
rdildl  rllinan  lAaKyai  ^rlLAKj 

155 

23 

20 

Partai  PaU\/at  IrtH/^rtocia  /PADI\ 
rdildl  rxdrvydl  iriUOilcSia  ^rMKIJ 

266 

20 

91 

Partai  Pnlifi^  Idaryi  InrlnnA^i^  f<h'^t^\n  irvii 

rdildl  roiiiiK  isiaiTi  inaoncsia  Masyumi 

153 

20 

99 

Partai  Riilart  Qintonn  /DQD\ 

ranai  Duian  dinianQ  (r  boj 

411 

27 

9*^ 

ranai  ooiiaantas  reKerja  (roP) 

53 

16 

94 

Partai  L^oaHilan 
rdildl  r\cdUlldii 

276 

25 

Partai  Mahrtlatiil  1  Immot  /PMI  W 

ranai  iNanuiaiui  urnmai  ^r inu) 

200 

23 

riNi-rroni  iviarnaenis 

84 

22 

97 

rariai  iKaian  renauKung  rsemeraeKaan 

Inrlnnocia  /IP  U^l\ 
IllUUIIcald  ^Ir-fSI^ 

204 

23 

ZO 

Partai  Republik 

430 

27 

9Q 

Partai  ldarv\  f^amnt/p^f  /Dir^\ 

ranai  isiam  uemoKrai  (riuj 

200 

18 

ou 

riNi-iviassa  Marnaen 

142 

22 

O  1 

rdiiai  iviusyawaran  KaKyai  banyaK  (MurDa) 

126 

25 

39 

rarial  L^clilUKidol  inuoncsta  \y\J\) 

637 

27 

r  dilal  oulKar 

856 

27 

rdllal  rciodlUan 

180 

25 

raridi  PvcDangKiian  oangsa  (rKbj 

523 

27 

36 

Partai  Uni  Demokrasi  Indonesia  (PUDI) 

140 

26 

37 

Partai  Buruh  Nasional  (PBN) 

102 

27 

38 

Partai  MKGR 

234 

27 

39 

Partai  Daulat  Rakyat  (PDR) 

470 

27 

40 

Partai  Cinta  Damai 

233 

23 

41 

Partai  Keadilan  dan  Persatuan  (PKP) 

557 

27 

42 

Partai  Solidaritas  Pekerja  Seluruh  Indonesia 

191 

27 

43 

Partai  Nasional  Bangsa  Indonesia  (PNBI) 

88 

17 

44 

Partai  Bhinneka  Tunggal  Ika  (PBI) 

70 

25 

45 

Partai  Solidaritas  Uni  Nasional  Indonesia  (SUNI) 

211 

19 

46 

Partai  Nasional  Demokrat  (PND) 

191 

23 

47 

Partai  Ummat  Muslimin  Indonesia  (PUMi) 

103 

18 

48 

Partai  Pekerja  Indonesia  (PPI) 

119 

20 

Total 

11,583 

Source:  Pengumuman  PPI,  20  May  1999. 
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damage  done  to  Golkar  symbols,  attributes 
and  offices  in  various  locations  around 
Java. 

Apart  from  the  concerns  about  violence, 
there  are  two  main  things  to  note.  First, 
election  campaigning  seems  to  be  domin- 
ated by  large  parties,  such  as,  PDI  of 


Struggle,  PAN,  PKB  and  PPP.  Small  parties 
seem  to  have  difficulties  in  conducting  elec- 
tion campaigns  due  to  financial  constraints 
and  a  lack  of  mass  support.  Second,  sup- 
porters of  these  large  parties  have  violated 
various  campaign  regulations,  without  the 
parties  nor  the  Elections  Commission  be- 
ing able  to  stop  or  prevent  it. 


Table  4 


THE 

BIG  FIVE  PARTIES' 

STANCE  ON  ECONOMIC  ISSUES  _ 

Political  Parties  "^PB^^^^ 

Issues 

United 
Development 
Party  (PPP) 

Indonesian 
Democratic  Party 

of  Struggle 
(PDI  Perjuangan) 

National 
Mandate 
Party  (PAN) 

Functional 
Groups  Party 
(Golkar) 

Nation 
Awakening 
Party  (PKB) 

Economic 
System 

People's 
economy 

Market  economy 
plus  equity  for  the 
poor 

More  or  less  like 
South  African 
Mandela's 
economy 

Market  economy 
plus  structural 
change 

Market  economy 
combined  with 
social  values 

Taxation 
Policy 

Progressive 

More  progressive, 
introducing  wealth 
tax  and 

inheritance  tax 

Not  available 

Progressive 
taxation 

Progressive 
taxation 

Foreign 
Investment 

Equitable 
Partnerstiip 

Greater  share  for 
Indonesian 
government  and 
local  businessmen 

Guarantee  prior 
contract 

1 00%  ownership 
limited  to  export 
oriented 

Government 
should  control 
majority  stakes 

with  local 
businesses 

industries 

at  public  utilities 

companies 

Multilateral 
Assistance 

Adjustment 
to  local 
conditions 

See  the  IMF  and 
the  World  Bank 
as  bankers 

See  IMF  positive 
role  in  building 
Indonesian 
economy 

There  should  be 
an  adjustment  of 
IMF  policies  to 
Indonesian 
condition 

IMF  is  temporary 
solution.  After 
the  crisis  we 
should  stand  on 
our  feet 

Big 

Business 

Focus  on 
export  market 

Introducing  fair 
competition  law 

Big  business 
must  be  more 
regulated 

Will  not  give 
special  facilities 
to  big  business 

Not  giving 
special  previlege 
to  big  business 

Small  & 
Medium 
Enterprises 

First  priority 
to  develop 

Giving  protection 
to  small  business 

Giving  assist- 
ance to  small 
businesses 

Helping  small  bu- 
siness to  become 
strong  medium 
enterprises 

Protecting  small 
business  from 
big  business 

Welfare 
System 

First  priority 
on  improving 
education 

Introducing  social 
insurance  and 
increasing 
minimum  wages 

Narrowing  gap 
between  the  rich 
and  the  poor 

Empowering 
traditional  market 

Not  available 

Source:  Indonesian  Business,  April  1999,  p.  14. 
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Party  Programmes 

As  the  mere  charisma  of  political  fig- 
ures is  not  enough,  urban  voters  now  con- 
sider party  platforms  as  an  important  fac- 
tor in  making  their  political  choices.  No 
single  political  party  claims  to  have  no  plat- 
form whatsoever.  All  political  parties  seem 
to  offer  reformation  and  democratization 
as  their  basic  platform,  although  they  may 
hold  different  stances  on  several  specific 
issues.  In  terms  of  the  economy,  all  the 
political  parties  also  seem  to  advocate 
the  same  basic  principles  of  a  market  eco- 
nomy, but  they  hold  different  views  on 
specific  economic  issues,  as  shown  on 
Table  4. 

Presidential  Candidates 

Several  names  of  prominent  figures  and 
party  leaders  have  been  nominated,  form- 
ally and  informally,  as  presidential  candid- 
Table  5 


ates.  Table  5  shows  various  party  nomina- 
tions for  the  presidency.  It  is  likely,  how- 
ever, that  only  the  candidates  who  are 
backed  by  a  popular  party  and  have  a  real 
political  base  stand  a  good  chance  of  win- 
ning. These  potential  winners  are  Mega- 
wati Soekarnoputri,  Amien  Rais,  Abdur- 
rachman  Wahid,  B.J.  Habibie,  Sri  Sultan 
Hamengkubuwono  X  and  General  Wiranto. 
These  candidates'  chances  of  winning  re- 
main dubious  because  the  mechanism  of 
presidential  election  is  yet  obscure.  The 
regulations  that  will  serve  as  the  mechan- 
ism will  only  be  determined  in  the  Novem- 
ber 1999  General  Session  of  the  People's 
Consultative  Assembly. 

Based  on  various  media  polling,  Mega- 
wati stands  the  best  chance  of  winning. 
She  is  followed  respectively  by  Amien 
Rais,  B.J.  Habibie,  Abdurrahman  Wahid,  Sri 
Sultan  Hamengkubuwono  X  and  General 
Wiranto. 


PRESIDENTIAL  CANDIDATES  FOR 

1999-2004  BY  POLITICAL  PARTIES 

No. 

Political  Party 

Presidential  Candidate 

01 

PDI  Perjuangan 

Megawati  Soekarnoputri 

02 

Partai  Kebangkitan  Bangsa 

K.H.  Abdurrahman  Wahid 

03 

Partai  Amanat  Nasional 

Prof.  Dr.  H.M.  Amien  Rais 

04 

Partai  Keadilan 

Dr  K.H.  Didin  Hafidhudin 

05 

Partai  IP-KI 

Sri  Sultan  Hamengkubuwono  X 

06 

Partai  Persatuan  dan  Keadilan 

Jenderal  Purn.  Edi  Sudradjat 

07 

Partai  Persatuan  Pembangunan 

H.  Hamzah  Haz 

08 

Partai  Bulan  Bintang 

Prof.  Dr.  Yusril  Ihza  Mahendra 

09 

Partai  Umat  Islam 

Prof.  Dr.  Deliar  Noer 

10 

Partai  MKGR 

Rudini 

11 

Partai  Republik 

Syarifuddin  Harahap 

12 

Partai  Uni  Demokrasi  Indonesia 

Dn  In  Sri  Bintang  Pamungkas 

13 

Partai  Nasional  Demokrat 

Guntur  Soekarnoputra 

14 

Partai  Demokrasi  Kasih  Bangsa 

Megawati  Soekamoputri 

15 

Partai  Gcjiongan  Karya 

Prof.  Dr.  B.J.  Habibie 

16 

Partai  Daulat  Rakyat 

Prof.  Dn  B.J.  Habibie 

17 

Partai  Indonesia  Baru 

Prof.  Dr.  B.J.  Habibie 

18 

Partai  Demokrasi  Indonesia 

Prof.  Dr  B.J.  Habibie 

Source:  Documented  from  various  source. 
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Possible  "Coalitions" 

Possible  coalitions  between  political 
parties  take  up  two  patterns.  The  first  pat- 
tern is  the  possibility  of  coalition  between 
parties  that  have  the  same  political  basis 
or  constituents  in  terms  of  socio-economic 
background,  religion  and  ethnicity.  This 
can  be  called  a  homogenous  coalition.  This 
kind  of  coalition  has  been  initiated  by,  for 
example,  certain  Islamic  parties,  e.g.  PKU, 
Partai  Sunni,  PNU  and  PPP. 

The  second  pattern  is  a  possible  coali- 
tion of  reformist  parties,  or  a  pluralist  co- 
alition between  parties  that  hold  a  strong 
commitment  to  the  reform  process.  The 
main  aim  of  this  coalition  is  not  merely  to 
maximize  public  support  in  the  elections, 
but  also  to  band  together  and  oppose  the 
political  power  of  the  established  status 
quo.  This  kind  of  coalition  has  been  formed 
between  PAN,  PKB  and  PDI  Perjuangan. 

There  remain  two  main  questions  con- 
cerning the  formation  of  this  pluralist 
block:  how  far  will  this  coalition  be  capable 
of  effectively  mobilizing  support  against 
the  status  quo  government  of  Habibie?  and. 


how  long  will  this  coalition  survive  after 
the  results  of  the  election  are  known? 

The  Potential  Big  Five 

Based  on  potential  mass  support,  organ- 
ization structures,  leadership  figures  and 
party  platforms,  there  are  five  large  parties 
that  will  possibly  dominate  the  elections. 
These  parties  are  PDI  Perjuangan,  Golkar, 
PKB,  PAN  and  PPP.  Among  these  large 
parties,  PDI  Perjuangan  will  most  likely  get 
the  largest  number  of  votes  (though  not 
an  absolute  majority).  Golkar  and  PKB  will 
most  likely  compete  for  the  second  and 
third  place.  While  PAN  and  PPP  will  prob- 
ably get  fourth  and  fifth  place. 

PDI  Perjuangan  may  attain  around  32 
per  cent  of  the  votes,  mostly  from  the 
urban  electorates  of  the  Eastern  regions  of 
Indonesia  and  Sumatera,  and  probably  most 
of  Java,  including  Jakarta.  PKB  may  get 
around  18  per  cent  from  rural  and  peri- 
pheral electorates  of  Java,  South  and  Cent- 
ral Kalimantan,  Lampung  and  South  Su- 
matera and  West  Nusa  Tenggara.  Golkar 
may  get  around  20  per  cent  from  most  of 


Table  6 


Source.   Forum,  6  June  1999;  Bangkit.  31  May  -  6  June  1999. 


ESTIMATION  OF 

VOTES  AND 

SEATS 

FROM  VARIOUS 

VERSION 

(N  =  462) 

Party 

AM 

JK 

FA 

CL 

LC 

Average 

% 

% 

% 

% 

% 

% 

Seats 

PDl-P 

25 

32.50 

21,50 

31 

28 

27.6 

128 

PKB 

15 

18 

20.50 

14 

14 

16.3 

75 

PAN 

20 

17.50 

16.50 

10 

35 

19.8 

91 

PPP 

10 

13 

20.50 

10 

11 

12.9 

60 

Golkar 

25 

11 

21 

16 

10 

16.6 

77 

Others 

5 

8 

0 

19 

2 

6.8 

31 

Total 

100 

100 

100 

100 

100 

100 

462 

Notes:     AM  =  Andi  Malarangeng; 
CL  =  Cornells  Lay; 


JK  =  J.  Kristiadi; 
LC  =  Lance  Castles. 


FA  =  Fachri  All; 
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Sulawesi  and  Irian  Jaya,  some  parts  of 
West  Java,  Lampung,  Bengkulu,  Riau  and 
Jambi.  PAN  is  likely  to  receive  15  per  cent 
from  mostly  urban  electorates  of  Aceh, 
West  and  South  Sumatera,  Jakarta,  West 
Java,  South  and  Central  Kalimantan  and 
West  Nusa  Tenggara.  While  PPP  may  get 
around  15  per  cent  from  some  parts  of 
Aceh,  Jakarta,  West  and  Central  Java,  Ma- 
luku and  West  Kalimantan.  This  rough  es- 
timation could  be  compared  to  some  other 
estimations  from  various  version  as  shown 
in  Table  6. 

Besides  these  "Big  Five",  close  atten- 
tion should  be  paid  to  two  other  parties, 
Partai  Keadilan  and  Partai  Daulat  Rakyat. 
Partai  Keadilan  seems  succesful  in  attract- 
ing militant  support  from  Islamic  youths 
and  students.  Whereas  Partai  Daulat  Rak- 
yat apparently  has  a  strong  constituency 
among  the  poor  and  small  business  com- 
munities because  of  its  commitment  in  em- 
powering the  "people's  economy". 

Public's  Response 

The  unpredictable  environment  sur- 
rounding the  1999  General  Election  is  ac- 
cepted as  a  consequence  of  the  current 
political  transformation  process.  The  ma- 
jority of  the  electorates,  however,  have 
come  to  view  voting  as  more  of  a  right 
than  an  obligation.  Despite  this,  many  feel 
that  the  elections  are  being  conducted  in 
a  very  insecure  environment  and  see  that 
the  1999  elections  present  dangerous  pos- 
sibilities, e.g.  violent  clashes  between  ri- 
valing party  supporters,  which  directly 
or  indirectly  add  to  the  tension  filled  en- 
vironment. This  kind  of  situation  is  also 
adversely  affecting  economic  activity. 


In  spite  of  the  unpredictable  nature 
of  the  1999  elections,  the  majority  of  the 
public  seem  to  respond  positively  to  the 
first  elections  of  the  post-Suharto  era. 
This  is  reflected  by  the  number  of  register- 
ed voters  as  shown  on  Table  7. 

Non-Election  Issues 

Political  Upheavals  in  Aceh  and  East 
Timor 

Several  crucial  non-election  issues  may 
pose  as  obstacles  to  the  elections  process. 
These  include  separatist  movements  in 
Aceh  and  the  referendum  in  East  Timor. 
To  a  much  lesser  degree,  separatist  move- 
ments are  also  evident  in  Riau  and  Irian 
Jaya. 

Regarding  Aceh,  the  Habibie  govern- 
ment has  made  some  offers  to  appease 
separatist  sentiments,  such  as  programs 
to  develop  an  international  airport,  build 
more  public  schools  and  other  facilities. 
However,  these  measures  have  not  been 
received  as  well  as  expected  from  the  ma- 
jority who  seek  independence.  The  results 
of  which  can  be  seen  on  the  low  turn- 
out of  voter  registration,  as  shown  on 
Table  7. 

In  terms  of  East  Timor,  much  attention 
has  been  focused  on  the  August  self-de- 
termination referendum.  This  has  taken  sig- 
nificant public  attention  away  from  the 
elections  as  a  result.  East  Timor  has  also 
seen  an  escalation  of  violence  resulting 
from  clashes  between  pro-indei>endence  and 
pro-integration  groups.  This  has  created  a 
tension  filled  environment  which  is  not 
conducive  to  holding  general  elections. 
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Table  7 

ESTIMATED  POPULATION,  ELECTORATES,  AND  REGISTERED  ELECTORATES 


INU. 

Prnvinre/Electoral 

Population 

Electorates 

Registered 

% 

L/iO U  Iw L 

Electorates 

01 

4,114.400 

2,326.432 

1 ,320.495 

56.76 

Qi  imafnra  I  Jtsra 

11,617.000 

6,392.267 

5,394.483 

84.39 

Qi  imatpra  Rarat 

OUlllcildci  uai  QL 

4,511.800 

2,592.619 

2.050.518 

79.09 

04 

Riau 

4  330  1 00 

2,635.051 

2,354.958 

89.37 

UD 

Jambi 

2,613.700 

1,418.512 

1 ,290.292 

90.96 

Ub 

OUmaLcIa  Ooiaiai  i 

7,775.800 

4,357.950 

3,919.969 

89.95 

ri~7 
Uf 

□  nnn^l  ill  1 

1,566.100 

865.512 

747.911 

86.41 

Qo 

Lampung 

7,453.400 

3,972.926 

3,664.349 

92.23 

09 

UM  jaKarta 

9  704  600 

5,375.210 

4,925.259 

91.63 

1  U 

JaWd  Ddl  dL 

42,200.587 

26,344.147 

24,027.463 

91.21 

^  -1 
1 1 

jawa  lenydii 

30,101.527 

20,671 .673 

18,468.785 

89.34 

12 

ui  YogyaKaria 

3  237  629 

2,075.097 

1 ,891 .425 

91.15 

13 

jawa  1  imur 

34  569  400 

23,879.895 

21 ,261 .001 

89.03 

14 

rvaiirnanidii  odidi 

3,872.574 

2,216.224 

1 ,599.254 

72.16 

1o 

rsaiinnanxan  i  engdn 

1,785.100 

1 ,085.338 

941.268 

86.72 

16 

Naiirnanian  oeididn 

3  018  300 

1 ,899.984 

1,771.724 

93.25 

17 

rsalimantan  i  imur 

2  744  800 

1,524.151 

1,153.088 

75.65 

18 

Bali 

3,062.845 

2^1 13.503 

1,926.199 

91.14 

19 

Nusa  Tenggara  Barat 

4,136.000 

2,166.437 

2,044.039 

94.35 

20 

Nusa  Tenggara  Timur 

3,734.099 

^,141  .b/b 

86.74 

21 

Timor  Timur 

891 .000 

468.064 

205,494 

43.90 

22 

Sulawesi  Selatan 

7,922.500 

4,766.058 

4,229.606 

88.74 

23 

Sulawesi  Tengah 

2,098.100 

1,212.014 

1,157.936 

95.54 

24 

Sulawesi  Utara 

2,862.200 

1 ,809.262 

1,675.415 

92.60 

25 

Sulawesi  Tenggara 

1 ,744.200 

917.124 

803.486 

87.61 

26 

Maluku 

2,235.700 

1,236.135 

932.599 

75.44 

27 

Irian  Jaya 

2,201.187 

1,124.857 

941.142 

83.67 

Jumlah 

206,104.648 

127,588.118 

112,555.794 

88.22 

Source-  KPU  Decree  No  40/1999  on  the  Number  of  seats  allocated  to  the  House  of  Representative 
Members  elected  for  Each  Electoral  District  in  the  1999  Elections;  KPU  Decree  No.  41/1999 
on  the  Number  of  Representatives  at  the  Provincial  Parliament  for  each  electorate  district  in 
the  1999  Elections-  KPU  Decree  No.  42/1999  on  the  Number  of  Representatives  at  the 
District  Parliament  for  each  Electorate  District  in  the  1999  Elections;  KPU  Decree  No.  82/1999 
on  the  Amendment  of  KPU  Decree  No.  42/1999;  KPU  Decree  No.  83/1999  on  the  Amendment 
of  KPU  Decree  No.  41/1999;  and  Rakyat  Merdeke.  28  May  1999. 


Regional  Autonomy 

As  a  response  to  increasing  demands 
of  greater  regional  autonomy,  or  decen- 
tralization (and  for  some,  federalism),  the 
government  has  passed  on  to  the  National 
Parliament  (DPR),  draft  bills  regarding  Re- 
gional autonomy  and  Center-Regional 


Financial  Reform.  Substantially,  the  bills 
are  very  progressive  in  its  absorption  of 
decentralist  ideals.  However,  the  bills  (es- 
pecially the  bill  on  Central-Regional  Fin- 
ancial Reform)  still  retain  crucial  central 
government  powers  in  the  extraction,  al- 
location and  distribution  of  financial  re- 
sources, to  and  from  regions. 
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Due  to  the  nearing  date  of  the  elec- 
tions, decentralization  issues  have  been 
overshadowed  by  election  issues.  Discus- 
sions of  the  bills  in  Parliament  have  even 
been  postponed  until  the  end  of  the  June 
elections.  There  is  also  a  great  possibility 
that  the  new  government  assembled  after 
the  elections  Viill  substantially  change  the 
content  of  the  new  bills.  Although  there 
was  much  hope  that  these  draft  bills  may 
bring  about  greater  social  justice  in  Indo- 
nesia, for  now  its  development  has  been 
stalled  by  more  immediate  concerns,  name- 
ly the  elections. 

Civil-Military  Relations 

The  Indonesian  military  seems  to  have 
taken  serious  steps  in  not  only  reforming 
itself,  but  also  improving  its  relationship 
with  the  rest  of  society.  Internal  reforms 
include,  among  other  things,  the  decision 
to  offer  a  choice  for  military  officers  who 
hold  civilian  posts  in  the  bureaucracy  to 
either  stay  in  their  posts  or  resign  from 
the  military.  External  reforms  include  ef- 
forts, such  as,  involving  civilians  in  re- 
viewing and  improving  the  military's  re- 
lations with  the  general  public.  Various 
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seminars  and  workshops  were  therefore 
conducted  in  order  to  build  a  trust  between 
the  military  and  civilian  communities. 

Apart  from  those  issues,  it  is  interest- 
ing to  note  that  the  military  has  so  far 
taken  a  distant  stance  regarding  the  elec- 
tions. This  might  be  a  result  of  the  milit- 
ary's commitment  to  be  neutral  in  the  elec- 
tions. It  remains  to  be  seen,  however,  how 
consistent  the  military's  neutrality  will  be 
until  the  end  of  the  elections  process.  Thus 
far,  the  military  seems  only  committed  in 
maintaining  public  order  and  security  dur- 
ing the  elections  process. 

Concluding  Note 

Current  political  development  will  be 
an  important  factor  on  how  the  results  of 
the  elections  will  be  accepted.  So  far  there 
have  been  no  significant  constraints  in  the 
elections  process.  Except  for  areas,  such  as 
Aceh  and  East  Timor,  elections  are  likely  to 
run  smoothly  in  the  rest  of  Indonesia.  How- 
ever, if  fundamental  or  radical  changes  do 
occur,  that  will  have  the  impact  of  post- 
poning or  even  canceling  the  elections, 
then  the  democratic  future  of  Indonesia 
will  be  seriously  jeopardized. 


The  Hegemony  of  Indonesian 
Workers  in  Peninsular  Malaysia's 
Construction  Industry 

Ahdul  Rashid  Abdul  Aziz 


THE  Malaysian  construction  in- 
dustry has  been  among  the  most 
active  in  deploying  huge  num- 
bers of  foreign  labour  in  the  1980s  and 
1990s.  In  1987,  the  Construction  Workers 
Union  estimated  that  about  60  per  cent  of 
the  300,000-350,000  workers  in  the  in- 
dustry were  immigrants  (Gill,  1988).  By 
1991,  the  estimate  rose  to  70  per  cent 
(Pillai,  1992).  In  1995,  the  Executive-Secret- 
ary to  the  Union  of  Employee  in  Construc- 
tion Industry,  S.  Santhanasamy  estimated 
that  foreign  labour  made  up  80  per  cent 
of  the  roughly  630,000  construction  workers 
{Sunday  Star,  1996).  Santhanasamy  once 
conceded,  "We  can't  do  without  them 
(site  operatives)"  (Hiebert,  1995).  In  a  re- 
cent study  which  the  author  was  in- 
volved with,  it  was  found  that  in  1996- 
1997  immigrant  labour  constituted  more 
than  90  per  cent  of  site  operatives  in  the 
three  major  conurbations  of  Peninsular 
Malaysia-Penang,  Kuala  Lumpur  and  Jo- 
hor  Bahru.  With  the  absence  of  accurate 
data,  these  rough  estimates  are  the  next 
best  alternative  to  gauging  the  penetra- 
tion of  foreign  labour  into  the  construc- 
tion industry.  Basically  what  these  fig- 
ures point  to  is  that  during  the  1989-1997 
construction  boom  period,  labour  voids 


which  opened  up  were  filled  by  foreign 
workers.  Local  labour  supply  was  fairly 
inelastic  to  meet  the  rising  demand  in  the 
construction  sector  whose  growth  rate  far 
outpaced  the  general  economy  (see  Table 
1).  And  of  these,  the  Indonesians  made 
up  by  far  the  largest  proportion.  It  is  es- 
timated that  by  the  mid  1990s,  approxim- 
ately 380,000  Indonesians  made  up  the 
630,000  strong  site  operatives  (see  below). 

What  began  as  a  trickle  of  illegal  irl- 
flows  from  Indonesia  in  the  1970s  magni- 
fied into  a  tide  of  mankind  by  the  1990s. 
According  to  the  Indonesian  government, 
there  were  1.4  million  Indonesians  working 
in  Malaysia  by  1997  {The  Star,  1997b).  In- 
donesian migrant  workers  started  making 
tiieir  presence  felt  in  the  contemporary  Ma- 
laysian construction  scene  ever  since  the 
mid  1970s.  During  tiie  1980s  and  1990s,  con- 
struction was  one  of  the  major  economic 
sectors  which  Indonesian  migrants  con- 
verged. This  paper  points  to  the  Indone- 
sians occupying  the  highest  stratum  of 
the  foreign  construction  labour  hierarchy. 
Quantity  alone  did  not  grant  them  this 
status.  Several  generic  attributes  possessed 
by  the  Indonesians  render  them  the  most 
desirable  to  engage.  Averse  to  publicity, 
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Table  I 


TRENDS  IN  MALAYSIAN  CONSTRUCTION  OUTPUT  AND  GROSS  DOMESTIC  PRODUCT  fGDP^ 

(at  1978  prices)  ^ 


Year  GDP 

(millions  of  RM) 


1985  57,093 

1986  57,751 

1987  60,863 

1988  66,303 

1989  72,297 

1990  79,329 

1991  86,149 

1992  92.866 

1993  100.617 

1994  109,976 

1995  120.272 

1996  130.621 

1997  140,684 

1998  133.939* 


Growth 
(per  cent) 

Construction  in  GDP 
(millions  of  RM) 

Growth 
(per  cent) 

-l.I 

^, /DO 

-8.4 

1.2 

Z.J  j4 

-14.0 

5.4 

/ST7 

2.077 

-11.8 

8.9 

2.7 

9.0 

2.380 

11.6 

9.7 

2,832 

19.0 

8.6 

3,240 

14.4 

7.8 

3,619 

11.7 

8.3 

4,023 

11.2 

9.3 

4,589 

14.1 

9.4 

5,385 

17.3 

8.6 

6,150 

14.2 

7.7 

6,732 

9.5 

-4.8* 

5,439* 

-19.2* 

Source:    Economic  Reports,  Ministry  of  Finance,  various  years. 
•Estimate. 


they  like  other  edgy  foreign  nationals  work- 
ing in  Malaysia  are  an  intriguing  lot.  This 
fact,  together  with  the  hegemony  of  the 
Indonesians  in^the  Malaysian  construction 
workforce,  gives  importance  to  this  study. 

The  paper  is  commenced  with  a  de- 
scription of  the  methodology.  An  over- 
view of  the  Indonesia-Malaysia  migration 
flows  from  time  immemorial  to  the  present 
is  dwelled  upon,  followed  by  an  estimation 
of  the  number  of  Indonesians  employed 
in  the  construction  industry.  The  salient 
attributes  -  positive  and  to  a  lesser  de- 
gree negative  -  of  the  Indonesian  site 
operatives  as  perceived  by  the  sampled 
construction  employers  are  constructed. 
As  the  most  sought  after  among  for- 
eign workers,  the  Indonesians  command 
the  highest  wage.  This  paper  concludes 
by  suggesting  that  the  Indonesians  are 
likely  to  retain  their  hegemony  in  this  im- 
portant economic  sector  in  years  to  come. 


Methodology 

This  paper  is  a  spin-off  of  a  recent 
study  which  looks  into  the  deployment 
of  foreign  labour  in  the  Malaysian  con- 
struction industry,  in  particular  on  recruit- 
ment, employment  and  treatment  aspects. 
This  study  was  basically  an  extension  of 
a  previous  one  which  was  conducted  for 
the  International  Labour  Organization  (Ab- 
dul Rashid,  1995).  It  was  funded  by  the 
Malaysian  Ministry  of  Science,  Technologj' 
and  the  Environment  under  the  IRPA  (In- 
tensification of  Research  in  Priority  Areas) 
programme.  Fieldwork  took  place  between 
1996  and  1997,  a  period  when  the  deploy- 
ment of  foreign  workers  was  highly  in- 
tense. Data  were  collected  at  three  dif- 
ferent places.  A  questionnaire  survey  was 
conducted  on  58  construction  employers, 
1,342  foreign  and  768  local  site  oper- 
atives in  Penang,  Klang  Valley  and  Johor 
Bahru,  the  three  urban  centres  with  the 
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[highest  concentration  of  site  operatives, 
I  both  foreign  and  local.  Furthermore,  no 
less  than  20  sites  scattered  throughout  the 
same  three  sample  locations  came  under 
direct  observation  for  a  period  of  three 
months  each.  Site  managers  and  contractors 
who  were  involved  on  these  projects  were 
interviewed  as  part  of  the  process.  Final- 
ly, the  research  also  covered  30  or  so  inter- 
views with  related-government  agencies, 
trade  unionist,  foreign  embassy  officials 
and  journalists. 

In  preparing  this  article,  data  on  the 
1,131  Indonesians  who  were  surveyed  out 
of  the  1,342  foreign  workers  were  ex- 
tracted. Data  compiled  from  the  survey- 
ed construction  employers  provided  the 
backbone  to  the  analysis.  Relevant  direct 
observations  and  interviews  which  pro- 
vided no  less  important  qualitative  in- 
formation were  also  incorporated. 

Indonesia-Malaysia  Migration  Flows 

Throughout  the  course  of  history,  there 
has  been  a  natural  free  flow  of  people 
from  the  Indonesian  islands  to  Malaya 
as  it  was  known  then  (Baharin,  1965),  with 
the  consequence  that  Indonesian  immig- 
rants have  long  been  a  feature  of  the  demo- 
graphy of  Malaysia  (Abraham,  1997).  The 
1931  Census  showed  that  in  the  state  of 
Selangor,  the  proportion  of  Indonesian  im- 
migrants approached  one-half  of  the  total 
Malay  population. 

Contemporary  Indonesian  migrants  be- 
gan working  as  site  operatives  from  the 
mid  1970s  onwards  in  cities  such  as  Johor 
Bahru  and  Kuala  Lumpur  (Azizah,  1993). 
Brought  in  surreptitiously  to  work  in  the 


plantation  sector,  they  were  eventually 
caught  up  in  the  nu-al-urban  drift.  People 
movement  from  Indonesia  to  Malaysia  in- 
tensified during  the  1980s,  even  when  the 
economy  slowed  down.  In  the  absence 
of  legal  channels  for  importing  labour, 
most  Indonesians  who  ended  up  in  the 
construction  sector  were  by  legal  defini- 
tion illegals.  Even  the  Medan  Agreement 
signed  in  1984  between  the  two  countries 
only  addressed  the  plantation  sector  and 
domestic  helpers.  When  local  labour  short- 
ages manifested  yet  again  in  the  late 
1980s  following  economic  recovery,  formal 
calls  to  liberalize  the  use  of  immigrant  la- 
bour emanated  from  three  economic  sec- 
tors including  construction  (Narayanan, 
1992).  With  the  augmentation  of  migrant 
inflow  from  Indonesia  and  other  labour 
abundant  countries,  a  number  of  seeming- 
ly erratic  policy  responses  were  implement- 
ed in  the  1990s  to  address:  (1)  the  clan- 
destine entry;  and,  (2)  the  undocumented 
aliens  already  in  the  country.  With  re- 
gards to  the  former,  despite  intensified 
border  controls,  eradicating  the  illegal  in- 
flow of  Indonesians  has  been  thwarted  in 
part  by  the  innumerable  underground  net- 
works linking  Indonesian  villages  to  Ma- 
laysia workplaces  which  have  become 
"institutionalized"  (Hugo,  1993).  As  for  the 
latter,  two  amnesty  drives,  the  first  be- 
tween 1989  till  June  1992  and  the  second 
in  1996,  were  not  entirely  successftil.  The 
Malaysian  government's  own  reckoning 
is  that  there  were  still  450,000  clandestine 
workers  and  700,000  over-stayers  in  Ma- 
laysia as  of  early  1988  (Utusan  Malaysia, 
1998).  Non-adherence  has  been  due  to 
a  confluence  of  factors  including  belated 
and  seemingly  haphazard  policy  responses 
which  fostered  a  pervasive  lakadaisical 
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atttitude  among  foreign  workers,  em- 
ployers, recruitment  agents  and  even  en- 
forcement officers.  As  of  the  time  of  writ- 
ing, spurred  by  social  and  economic  up- 
heavals in  their  home  country,  Indone- 
sians were  still  making  the  journey  to  Ma- 
laysia despite  the  latter's  own  current  eco- 
nomic mire. 

The  build-up  of  foreign  labour  from 
the  1970s  to  the  present  moment  is  re- 
markable for  a  relatively  small  nation.  From 
an  estimated  500,000  foreign  workers  in 
Malaysia  in  1984  (Ministry  of  Human  Re- 
sources, 1991),  the  stock  swelled  to  in 
excess  of  1.2  million  in  1991  (Pillai,  1992). 
The  government's  pessimistic  figure  for 
1996  was  1.75  million  foreign  workers  in 
the  country  (Azizah,  1996).  The  official 
figure  for  1998  was  approximately  2.4 
million  foreign  nationals  {Utusan  Malay- 
sia, 1998).  The  Malaysian  government's 
statistics  on  foreign  labour  should  be 
treated  with  circumspection  as  they  tend 
to  be  conservative.  Indonesians  make  up 
the  largest  foreign  nationality  group;  ac- 
cording to  the  Indonesian  government, 
about  1.4  million  of  its  people  were  in  Ma- 
laysia in  1997  (The  Star,  1997b).  The  im- 
plication is  that  every  other  immigrant 
in  Malaysia  was  an  Indonesian. 

Indonesian  Site  Operatives  in  Pen- 
insular Malaysia  —  Their  Numbers 

The  bespoke  nature  of  construction 
projects  and  exposure  of  the  construction 
process  to  the  elements  conspire  against 
large-scale  mechanization  and  prefabrica- 
tion  of  building  components.  Yet  driven 
by  clients'  requirement  for  rapid  comple- 
tion, the  Malaysian  construction  industry 


Table  2 

PLANTS  AND  MACHINERY  AND 
THE  EQUIVALENT  LABOUR  THEY  REPLACE 


Number  of  workers  replaced 


Excavator 

20- 

■160 

Scraper 

SO- 

•120 

Dozer 

TO 

-90 

Grader 

30 

-50 

Compactor 

20 

-50 

Building  crane 

30 

-40 

Dumper 

20 

-30 

Mobile  crane 

10 

-20 

Conveyor 

3 

-  5 

Source:   UN  Department  of  Economic  and  -Social 


Affairs  (1970). 

has  made  great  strides  in  utilizing  plants 
and  machinery  such  as  tower  cranes,  mo- 
bile concrete  pumps,  steel  formwork  on 
even  relatively  small  projects.  Such  devel- 
opment translates  into  saved  labour  (see 
Table  2).  Narayanan  and  Lai  (1997)  pro- 
vide statistical  validity  to  this  observa- 
tion: the  capital-labour  ratio  displayed  an 
upward  trend  for  the  period  1983-1992 
except  for  the  recessionary  years.  Despite 
such  progress,  the  Malaysian  construc- 
tion industry,  as  elsewhere,  remains  labour 
intensive. 

Indonesian  migrants  to  Malaysia  are 
particularly  drawn  to  the  construction  sec- 
tor. Next  to  the  plantation  sector  (36.8  per 
cent),  construction  (33.8  per  cent)  was  the 
second  largest  employer  of  regularised  In- 
donesian workers  (see  Table  3).  The  sec- 
tor has  been  particularly  alluring  to  clan- 
destine Indonesian  workers;  61.4  per  cent 
of  illegal  aliens  who  were  caught  by  the 
Malaysian  police  were  located  on  con- 
struction sites  (see  Table  4).  The  next 
largest  employer  of  illegal  Indonesian 
workers  ~  the  plantation  sector  ~  absorb- 
ed a  mere  one-quarter  (17.4  per  cent)  of 
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Table  3 

ISSUANCE  OF  TEMPORARY  WORK  PASSES 
IN  PENINSULAR  MALAYSIA  BY  COUNTRY 


OF  ORIGIN  AND  SECTOR 

(July  1992 

-December  1995) 

Nationality 

Construction  Non-construction 

Total 

Indonesia 

92,805 

183,244 

276,049 

Bangladesh 

26,484 

62,627 

89,111 

Philippines 

1,160 

28,968 

30,128 

Thailand 

6.324 

16.474 

22,816 

Others 

3,339 

3,571 

6,910 

Total 

130,130 

294.884 

425,014 

Source:    Azizah  (1996),  adapted  from  Malaysia 
Immigration  Department. 


Table  4 

NUMBER  OF  ILLEGAL  FOREIGN  NATIONALS 
CAUGHT  MALAYSIAN  POLICE  BY  COUNTRY 
OF  ORIGIN  AND  SECTOR 
(from  February  1993  till  1996) 


Nationality 

Construction 

Non-construction 

Total 

Indonesia 

47.948 

30,152 

78,100 

Bangladesh 

11,130 

20,843 

31.973 

Philippines 

1,290 

11,158 

12,448 

Thailand 

600 

5,661 

6,261 

Others 

1,079 

3,536 

4,615 

Total 

62,047 

71,350 

133,397 

Source:    Fieldwork,  The  Police  Force. 


the  numbers  deployed  by  the  construc- 
tion industry.  The  transient  nature  of 
work,  innumerable  and  geographically  dis- 
persed sites,  casualization  of  labour,  layers 
of  the  subcontracting  hierarchy  which 
blur  the  employer-worker  relationship  im- 
pede official  scrutiny.  In  addition,  con- 
tractors and  subcontractors  make  willing 
employers,  conditioned  by  the  years  of  un- 
available legitimate  channels  for  sourcing 
foreign  labour  (see  preceding  section). 

Whether  as  part  of  the  regularized  (see 
Table  3)  or  undocumented  (see  Table  4) 
constituents  of  the  construction  workforce, 
the  Indonesians  make  up  the  largest  for- 


eign nationality  group.  It  can  be  adduced 
from  Tables  3  and  4  that  roughly  three- 
quarter  of  foreign  site  operatives  in  Ma- 
laysia were  Indonesians.  Using  the  Union 
of  Employee  in  Construction  Industry's 
(UECI)  estimate  that  80  per  cent  of  the 
roughly  630,000  construction  workers  were 
foreigners  {Sunday  Star,  1996),  it  can  be 
extrapolated  that  in  1995,  approximately 
380,000  Indonesians  were  engaged  as  site 
operatives. 

The  hegemony  of  the  Indonesian  site 
operatives  is  not  grounded  on  ivumbers. 
For  if  it  was,  then  the  Bangladeshis  would 
have  posed  some  measure  of  challenge. 
Perceived  as  the  alternative  to  Indonesian 
workers,  the  government,  with  the  support 
of  Master  Builders  Association  of  Ma- 
laysia (the  trade  association  representing 
prominent  contractor  organizations)  and 
Housing  Developers  Association  (the  trade 
association  representing  all  housing  de- 
velopers), opened  the  door  for  large-scale 
importation  of  Bangladeshi  workers  ever 
since  1992.  From  the  data  in  Tables  3  and 
4,  it  can  be  computed  that  Bangladeshis 
made  up  almost  20  per  cent  of  foreign 
site  operatives  in  Malaysia. 

Yet  when  asked  about  their  most  pre- 
ferred nationality  groups,  73.6  per  cent  of 
the  58  surveyed  construction  employers 
indicated  Indonesians  as  opposed  to  3.8 
per  cent  for  Bangladeshis.  Conversely, 
when  asked  about  the  least  preferred  na- 
tionality groups,  52.1  per  cent  of  the  same 
sample  population  indicated  Bangladeshis. 
Not  a  single  employer  pointed  to  the  In- 
donesians as  the  most  unappealing  to  en- 
gage. Since  numbers  as  a  causative  factor 
for  the  hegemony  of  the  Indonesians 
can  be  ruled  out,  other  characteristics  can 
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be  implied  as  giving  rise  to  their  status. 
The  rest  of  this  paper  would  discuss  these 
characteristics. 

Work  Attitude 

The  most  mentioned  positive  attribute 
(60.5  per  cent  of  the  sampled  construction 
employers  who  favoured  Indonesians)  of 
the  Indonesian  workers  was  their  indomit- 
able spirit  to  work  long  and  hard.  They 
seldom  complain  about  the  harsh  working 
conditions.  Not  everyone  can  endure  the 
physically  punishing  construction  work 
under  relentless  hot  weather.  During  the 
construction  frenzy  of  the  last  decade,  In- 
donesian workers  could  be  seen  working 
assiduously  well  into  the  night,  even  dur- 
ing weekends  and  public  holidays.  Over- 
time work  may  be  necessary  for  concret- 
ing, formwork  fixing  and  bar-bending. 
Spurred  by  economic  pursuit,  the  Indo- 
nesians subjected  themselves  to  unremitt- 
ing toil.  For  overtime  work,  the  workers 
receive  1.5  times  the  normal  rate. 

Among  foreign  workers,  the  consensus 
from  site  managers  and  contractors  was 
that  the  Bangladeshis  are  the  least  re- 
silient to  the  rigours  of  construction  work. 
Some  58.3  per  cent  of  the  surveyed  con- 
struction employers  who  indicated  the 
Bangladeshis  as  the  le^st  appealing  to 
employ  point  to  this  attribute  as  one  of 
the  reasons.  Some  site  managers  derided 
the  Bangladeshis  as  more  suitable  for 
light  work  in  petrol  stations  or  food  stalls. 
Whereas  12.5  per  cent  of  those  who  fell 
the  same  way  about  Myanmars  highlight- 
ed the  same  aspect.  Even  local  workers 
are  no  match  for  the  diligence  and  hardi- 
ness of  the  Indonesians.  In  fact  when 
queried  about  the  demerits  of  local  workers, 
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56.1  per  cent  of  the  entire  sampled  con- 
struction employers  indicated  their  aver- 
sion to  extra  hours.  Local  workers  treasure 
their  leisure  hours,  preferring  for  example 
to  spend  time  with  their  families  after 
work.  High  commitment  to  work  trans- 
formed the  Indonesians  into  a  productive 
workforce. 

Khairuddin  Harahap,  the  head  of  In- 
donesian Welfare  Association  based  in 
Kuala  Lxmipur  during  an  interview  ses- 
sion indicated  the  preponderance  of  the 
Javanese  in  the  construction  sector.  On  the 
other  hand,  Azizah's  (1986)  survey  of  In- 
donesian immigrant  in  Kuala  Lumpur  de- 
tected many  Baweanese  and  Madurese 
working  as  site  operatives.  The  findings 
of  the  present  study  is  more  in  tune 
with  Khairuddin 's  observation  in  which 
60.9  per  cent  of  the  randomly  chosen  In- 
donesian sample  population  were  Java- 
nese. Differing  ethnicity  among  Indone- 
sian migrant  workers  manifests  in  divers- 
ity in  dialects,  behavioural  and  societal 
patterns,  some  of  which  are  touched  upon 
in  a  subsequent  section.  In  terms  of  work 
attitude,  however,  the  ethnic  variation  is 
subsumed. 

One  final  note  about  the  Indonesians' 
work  attitude  is  that  unlike  the  Bangla- 
deshis, they  do  not  resort  to  industrial  ac- 
tion as  a  recourse  for  unaddressed  griev- 
ances. Should  their  employers  default  on 
their  obligations,  Indonesian  workers  have 
been  known  to  flee  or  alternatively  resort 
to  violence  (see  below). 

Ease  of  Communication 

Approximately  47.4  per  cent  of  the 
sampled  construction  employers  attributed 
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their  preference  for  Indonesians  to  ease 
of  communication.  Even  though  the  In- 
donesian workers  may  speak  of  a  differ- 
ent dialect  from  the  .  Malay  language  used 
in  Malaysia,  there  are  many  similarities 
between  the  two.  With  the  Malay  language 
as  the  mediiun,  they  are  able  to  converse 
even  with  their  Chinese  bosses.  Other 
foreign  nationals  do  not  fare  well  with 
communication.  Of  the  sampled  construc- 
tion employers  who  indicated  Myanmars 
as  the  least  desirable  to  engage,  87.5  per 
cent  faulted  them  on  their  inability  to 
communicate.  Of  the  sampled  construction 
employers  who  eschewed  Bangladeshis 
as  employees,  some  58.3  per  cent  point- 
ed to  the  same  weakness.  Even  though 
some  of  these  two  nationality  groups 
could  converse  in  English,  the  same  can- 
not be  said  about  Malaysian  construc- 
tion employers.  Over  time  of  course,  these 
people  do  acquire  a  smattering  of  the 
local  language. 

Effective  communication  is  essential 
for  the  issuance  of  work  instructions. 
Work  demands  alter  throughout  the  life- 
cycle  of  a  ptoject.  Furthermore,,  no :  two 
projects  are  ever  identical.  Besides,  with- 
out proper  communication,  knowledge  can- 
not possibly  be  passed  down  to  appren- 
tices. For  several  reasons,  therefore,  com- 
munication has  been  identified  as  one 
of  the  critical  success  factors  for  construc- 
tion projects  (Pinto  and  Slevin,  1994). 

Construction  Skills 

Coupled  with  the  appropriate  motiva- 
tion to  work,  the  Indonesians  have  also 
been  commended  for  their  desire  to  learn. 
Many  are  now  familiar  with  the  various 


construction  trades  even  though  the  vast 
majority  had  no  construction  exposure  be- 
fore entering  Malaysia.  Only  15.4  per  cent 
of  the  sample  population  had  worked  in 
the  construction  industry  back  home.  The 
rest  were  either  farmers,  menial  workers, 
petty  traders,  fishermen  or  even  imemploy- 
ed.  Fresh  workers  without  any  construc- 
tion background  do  not  deter  construc- 
tion employers  from  engaging  them  as 
an  apprentice  needs  on  average  about  six 
months  to  reach  the  semi-skilled  status 
and  about  three  years  to  become  fully 
skilled  (Osmani,  1986).  In  Malaysia  expert- 
ise is  transferred  through  the  informal  ap- 
prenticeship arrangement  xmder  the  super- 
vision of  local  skilled  workers  who  tend 
to  be  Chinese,  being  descendants  of  earlier 
immigrants.  Among  the  common  construc- 
tion trades  which  the  sampled  Indonesian 
site  operatives  have  acquired  are  carpentry 
(26.9  per  cent),  concreting  (16.0  per  cent), 
bricklaying  (16.0  per  cent),  plastering  and 
paving  (12.8  per  cent).  Some  of  them  (11.0 
per  cent)  are  even  dexterous  with  several 
trades. 

Working  in  a  particular  trade  in  one 
thing,  mastering  it  is  another.  Approxim- 
ately 10.5  per  cent  of  the  sampled  construe-' 
tion  employers  who  favoured  Indonesians 
indicated  the  skills  of  Indonesian  workers 
as  a  positive  aspect.  As  the  table  below 
indicates,  next  to  the  local  workers,  the 
Indonesians  as  a  group  are  the  most  skill- 
ed workforce.  Some  of  the  Indonesians 
have  even  been  elevated  to  the  supervis- 
ory level.  Skills  enhancement  is  a  func- 
tion of  work  exposure.  Since  as  indicated 
earlier  the  Indonesians  display  a  high  level 
of  work  commitment  and  desire  to  learn, 
it  is  natural  that  their  skills  are  corres- 
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Table  5 

SKILLS  DISTRIBUTION  OF  THE 


VARIOUS  NATIONALITY  GROUPS 


Nationality 

Unskilled 

Semi- 

Skilled 

Super- 

skilled 

visor 

Malaysians 

10.7% 

24.7% 

49,2% 

15.4% 

Indonesians 

29.1% 

33.6% 

34.1% 

3.2% 

Myanmars 

26.3% 

36.8% 

36.8% 

Bangladeshis 

60.4% 

31.5% 

8.1% 

Source:  Questionnaires  from  surveyed  construction 
employers. 


pondingly  high,  even  surpassing  some 
local  workers.  As  a  consequence  of  poor 
work  commitment,  12.5  per  cent  of  the 
sampled  construction  employers  who  in- 
dicated the  Bangladeshis  as  the  least  ap- 
pealing attributed  it  to  skills  deficiency. 

Safety 

The  Union  of  Employees  of  the  Con- 
struction Industry's  (UECI)  contends  that 
foreign  workers  are  made  to  work  in  dan- 
gerous situations  which  the  locals  shun 
(Sun,  1995).  Even  though  the  sampled  con- 
struction employers  were  mute  on  safety 
aspects  as  a  merit  of  engaging  Indonesian 
workers,  this  allegation  mandates  discussion. 

The  safety  record  of  the  Malaysian 
construction  industry  has  been  unsatis- 
factory, much  like  the  rest  of  the  world 
(Jaselki  and  Suazo,  1994).  This  state  of  af- 
fairs does  not  appear  in  olficial  statistics 
because  of  casualization  of  employment 
which  deprives  many  workers  from  social 
protection.  Besides,  it  was  detected  that 
main  contractors  often  attempt  to  cover 
up  serious  accidents,  even  those  involving 
deaths,  to  avert  official  investigation.  To 
reduce  industrial  accidents,  the  Malaysian 


government  introduced  in  1994  the  Oc- 
cupational Safety  and  Health  Act  (OSHA 
1994).  It  provides  the  legislative  frame- 
work to  promote,  stimulate  and  encourage 
high  standards  of  safety  and  health  at 
work  primarily  among  employees  and  em- 
ployers. The  OSHA  1994  is  an  enabling 
legal  instrument  which  operates  in  com- 
bination with  existing  safety  and  health 
legislation  such  as  The  Factories  and  Ma- 
chinery Act  1967,  The  Workers  Social 
Security  Act  1969,  The  Workmen's  Com- 
pensation Act  1952  and  The  Workers 
Act  1966.  Foreign  and  local  workers  are 
treated  equally  under  all  these  laws.  Meet- 
ings with  officials  from  the  Department 
of  Occupational  Safety  and  Health,  re- 
vealed that  with  stricter  enforcement  and 
repeated  safety  campaigns  the  construc- 
tion industry  is  becoming  more  safety 
conscious,  albeit  slowly. 

Meanwhile  the  field  study  indicates 
that  everyone  on  site  —  from  the  main 
contractors  right  down  to  the  site  oper- 
atives ~  has  come  to  accept  accidents  as 
an  inextricable  feature  of  construction 
work.  In  their  haste  to  meet  tight  sched- 
ules, everyone  accords  a  low  priority  to 
safety.  The  study  did  not  detect  any  pat- 
tern to  support  nor  refute  the  UECI's  al- 
legation. Mortal  accidents  involving  for- 
eign site  operatives  were  almost  staple 
reading  in  local  newspapers  during  the 
construction  boom  years.  This  could  simply 
have  been  due  to  their  overwhelming  niun- 
bers  rather  than  a  purposive  outcome.  As 
Indonesians  made  up  the  bulk  of  site  oper- 
atives, mishaps  happened  to  them  most 
of  the  time.  Indonesians  killed  on  site 
are  either  sent  back  to  their  villages  back 
home  or  buried  in  Malaysia.  In  the  vicin- 


THE  HEGEMONY  OF  INDONESIAN  WORKERS 


117 


ity  of  Kuala  Lumpur,  Indonesian  burial 
sites  are  located  in  Ampang,  Cheras,  and 
Gombak. 

Main  contractors  must  accept  the  blame 
for  poor  safety  performance.  A  report  based 
on  inspection  by  the  Department  of  Oc- 
cupational Safety  and  Health  (DOSH)  on 
300  construction  sites  in  Selangor  and 
the  Federal  Territory  indicated  that  59.3 
per  cent  were  without  protective  railings, 
58.1  per  cent  had  unsafe  platforms,  57.3 
per  cent  with  unsafe  working  procedures 
at  tall  structures  and  56.9  per  cent  with 
unsafe  scaffoldings  {The  Star,  1997a).  The 
report  went  on  to  state  that  41.3  per 
cent  of  the  work  sites  had  unsatisfactory 
safety  management  while  37.1  per  cent 
had  yet  to  set  up  a  safety  committee. 
Meanwhile,  10.8  per  cent  of  the  entire  for- 
eign workers  sample  population  indicated 
unsafe  working  environment  as  a  draw- 
back of  the  construction  industry  (10.7 
per  cent  for  the  surveyed  Indonesians). 
Officials  of  the  Thai  Embassy  and  an  In- 
donesian welfare  organization  were  dis- 
satisfied with  their  nationals  becoming 
construction  casualties.  Ironically  the 
workers  themselves  have  a  lax  attitude  to- 
wards safety,  as  exemplified  by  the  ubi- 
quitous use  of  wide-brimmed  straw  hats 
and  slippers  instead  of  helmets  and  boots. 
Safety,  harnesses  are  rarely  used  for  work 
in  high  places.  Site  managers  who  were 
interviewed  complained  of  the  incessant 
reminders  and  warnings  that  had  to  be  is- 
sued to  these  workers  during  mandatory 
safety  meetings.  Employers  and  site  oper- 
atives alike  must  therefore  take  the  blame 
for  the  construction  industry's  poor  safety 
record. 


Negative  Aspects 

The  positive  portrayal  of  the  Indone- 
sians should  in  fairness  be  counterbalanced 
with  the  negative  remarks  compiled  dur- 
ing the  field  study.  Aroiand  22.2  per  cent 
of  the  surveyed  construction  employers, 
when  asked  to  indicate  the  drawbacks  of 
engaging  foreign  site  operatives  pointed 
to  their  predilection  for  violence.  Although 
not  exclusive  confined  to  the  Indonesians 
(Thai  nationals  are  also  notorious  for 
this),  reference  to  them  often  cropped  up 
during  discussions  with  interviewees.  Of 
the  various  ethnic  groups,  the  Madurese 
are  particularly  belligerent,  revengeful  and 
prone  to  physical  violence.  Inter-ethnic 
clashes  at  times  ending  in  violent  deaths 
are  not  unusual  on  construction  sites.  The 
smallest  of  incidence  such  as  drawing 
water  from  a  tap  which  asbelongs'  to  an- 
other disparate  group  can  cause  a  fight. 
Hostility  is  also  evinced  from  work  gangs 
which  are  cleaved  along  ethnic  lines. 
Kongsi  (accommodation  provided  for  by 
main  contractors  to  site  operatives  for  the 
duration  of  the  project)  are  also  spatially 
separated  for  the  same  reason.  Indone- 
sians, by  virtue  of  their  huge  numbers, 
make  up  the  bulk  of  kongsi  inhabitants. 
Local  workers  normally  do  not  use  kong- 
si unless  their  homes  are  too  distant  for 
daily  commuting.  Work  and  social  inter- 
action across  the  Indonesian  ethnic  divide 
is  kept  to  the  minimum.  Each  ethnic  group 
on  construction  sites  has  its  own  leader 
who  normally  has  worked  and  stayed  in 
Malaysia  for  quite  some  time.  The  leaders 
refer  to  their  charge  as  anak-anak.  So- 
cial order  prevails  with  possible  vigilante 
groups  {kaki  pukul)  physically  punishing 
anyone  committing  crime  or  misdemeanour 
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(Azizah,  1986).  This  last  point  is  emphas- 
ized as  it  contributes  to  the  image  of  the 
Indonesians  as  a  violent  lot. 

Another  drawback  of  the  Indonesian 
workers  gleaned  from  interviews  is  that 
over  time  they  become  averse  to  over- 
time work  and  fastidious  in  the  nature 
of  work  that  they  are  asked  to  do.  They 
might  even  fret  when  they  are  told  how 
to  get  things  done.  Rising  economic  sta- 
tus, plentiful  job  opportunities  (during 
the  recent  construction  boom)  and  a  keener 
sense  of  the  labour  market  and  their  own 
market  value  give  rise  to  this  tendency. 
For  the  meantime  this  trend  is  still  weak. 
It  might  even  have  been  stalled  by  the 
current  economic  downturn. 

Wages 

As  a  signatory  to  the  ILO  Migration 
for  Employment  Convention  (Revised), 
1949  (No.  97)  and  (No.  143),  the  Malaysian 
government  requires  that  employers  give 
the  same  wages  and  treatment  to  local 
and  foreign  workers  alike.  In  1991,  the 
Malaysian  government  introduced  a  pol- 
icy to  protect  the  interest  of  foreign  la- 
bour (Zanifa,  1991).  In  the  absence  of  en- 
forcement, however,  wage  discrimination 
has  become  rampant.  The  hegemony  of 
the  Indonesian  site  operatives  is  indic- 
ated by  the  highest  wage  levels  they 
command  among  foreign  nationals.  The 
least  appealing  Bangladeshis  are  releg- 
ated to  the  bottom  of  the  wage  structure. 
Basically  the  manifestation  of  wage  seg- 
mentation is  a  reflection  of  the  different 
levels  of  incentives  required  to  attract  a 
particular  nationality  group  to  work  in 
the  construction  sector  (Dacanay,  1982). 


Table  6 

MEAN  DAILY  WAGES  OF  SITE  OPERATIVES 

ACCORDING  TO  NATIONALITY 

(in  RM) 

Nationality    Unskilled  Semi- 

Skilled Super- 

skilled 

visor 

Malaysians       30.12  40.35 

60.44  76.75 

Indonesians       26.77  34.30 

46.97  54.00 

Bangladeshis     25.12  30.50 

41.23  51.25 

Source:  Questionnaires  from  sam 

pled  construction 

employers. 

Table  7 

"PULL"  FACTORS  FOR  MIGRATING 

TO  MALAYSIA 

"Pull"  factors 

Response 

Abundant  work  opportunities 

73.2% 

Better  work  offers 

22.1% 

Better  wages 

5.5% 

Common  culture/lifestyle 

0.8% 

Source:  .Questionnaires  from  surveyed  Indonesian 

site  operatives. 

Indonesian  site  operatives  do  not  com- 
plain about  suppressed  wages  to  social 
workers  like  Khairuddin  of  the  Indone- 
sian Welfare  Association.  This  may  be  be- 
cause of  the  "pull"  factors  which  drew 
them  to  Malaysia,  perceived  abundant 
work  opportunities  provided  the  greatest 
stimulus  rather  than  high  wages  (see 
Table  7).  This  observation  coheres  with 
Azizah 's  study  (1986)  which  found  that 
perceived  greater  employment  opportun- 
ities was  the  main  driving  force  behind 
the  Indonesia-Malaysia  migration.  Premised 
on  the  desire  to  secure  jobs,  Indonesian 
site  operatives  have  never  been  discon- 
tented with  wage  levels,  especially  since 
their  earnings  were  already  several  folds 
better  than  home  wage  levels.  The  sampled 
Indonesian  workers  indicated  that  on 
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average  they  were  getting  4.5  times  the 
earnings  they  received  back  home. 

The  discussion  on  wages  would  not  be 
complete  if  another  allegation  is  not  ad- 
dressed here.  Lee  and  Sivananthiran  (1996) 
posited  that  construction  employers  delib- 
erately engaged  cheap  foreign  workers 
to  fill  up  unskilled  and  semi-skilled  va- 
cancies, a  point  which  the  Malaysian 
Trade  Union  Congress  has  consistently 
maintained  (Gill,  1988).  The  implication  of 
this  allegation  is  that  instead  of  making 
up  for  the  dearth  of  local  labour,  foreign 
workers  were  actually  supplanting  them. 
The  findings  of  the  study  does  not  en- 
tirely lend  credence  to  this  argument.  To- 
day's local  youths  are  reluctant  to  work 
in  the  construction  industry  because  of 
its  "3  D"  image  (dirty,  demanding  and 
dangerous),  preferring  instead  to  work  in 
more  attractive  jobs.  Survey  figures  also 
provide  numerical  support  to  the  qualit- 
ative observation.  Some  53.6  per  cent  of 
the  sampled  construction  employers  fa- 
voured local  rather  than  foreign  workers 
as  opposed  to  42.9  per  cent  who  were  re- 
versely inclined  (3.3  per  cent  were  indif- 
ferent). Yet  70.7  per  cent  of  the  entire  po- 
pulation actually  engaged  foreign  workers 
during  the  survey,  suggesting  that  for 
many,  engaging  foreign  site  operatives 
was  not  their  first  choice.  The  truth  be- 
hind the  rampant  engagement  of  unskil- 
led and  semi-skilled  foreign  workers  is 
not  because  of  their  lower  wages,  but 
simply  because  many  immigrant  workers 
(85.4  per  cent  from  the  entire  sample  of 
foreign  workers)  came  to  Malaysia  with  no 
prior  contact  with  the  construction  indus- 
try. Put  simply,  it  is  a  case  of  the  symp- 
tom rather  than  the  cause  that  was  be- 
ing described. 


As  a  corollary  to  the  MTUC's  argu- 
ment, foreign  workers  have  been  accused 
of  preventing  rural  youths  from  enter- 
ing the  urban  labour  market.  One  factor 
which  may  have  played  a  role  in  the  do- 
minance of  immigrants  in  certain  jobs 
such  as  construction  is  the  phenomenon 
of  chain  migration  by  which  immigrants 
bring  in  one  relative  after  another  with 
the  earlier  arrivals  serving  as  bridgeheads 
for  newcomers  (Lightfoot,  1990).  Social 
network  of  this  sort  plays  an  important 
role  in  many  aspects  including,  and  sig- 
nificant to  the  discussion  here,  the  entry 
into  the  job  market.  Consequently,  the  un- 
employment rates  among  local  people  may 
actually  be  higher  than  among  the  for- 
eign migrants.  The  huge  number  of  In- 
donesian workers  in  the  Malaysian  con- 
struction industry  is  likely  to  be  a  con- 
sequence of  this  social  network,  as  at- 
tested by  compiled  figures.  As  many  as 
37.6  per  cent  of  the  sampled  Indonesian 
workers  indicated  that  their  reason  for 
entering  the  construction  industry  in  Ma- 
laysia was  because  of  friends  and  relat- 
ives who  were  already  employed  in  the 
sector.  In  fact  53.0  per  cent  of  them  in- 
dicated that  they  were  able  to  secure  their 
present  employment  through  social  net- 
work. Furthermore  35.4  per  cent  of  the 
sampled  Indonesian  site  operatives  in- 
dicated that  they  assisted  their  compat- 
riots in  securing  construction  jobs. 

Conclusions 

The  construction  industry  is  an  im- 
portant economic  sector,  contributing  to 
approximately  4  per  cent  of  Malaysia's 
gross  domestic  product.  Over  the  last  two 
decades,  a  significant  transformation  has 
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taken  place  in  the  industry.  Immigrant  la- 
bour has  switched  from  being  a  peri- 
pheral to  core  constituent  of  the  con- 
struction workforce.  The  country  would 
have  been  hard-pressed  to  build  over  this 
period  gleaming  high-rise  buildings  and 
state-of-the-art  infrastructure  among  others 
had  it  not  been  for  foreign  site  operatives. 

Among  the  foreign  nationality  groups, 
the  Indonesian  site  operatives  occupy  the 
highest  domain  in  the  stratified  labour 
market.  The  Malaysian  Construction  In- 
dustry Development  Board  (CIDB)  aspires 
to  reduce  the  dependency  on  foreign 
workers  by  half  (Utusan  Express,  1997). 
It  remains  to  be  seen  whether  significant 
progress  can  be  achieved  on  this  front. 
One  thing  is  for  sure,  judging  from  the 
experiences  of  a  number  of  industrialized 
countries  (e.g.,  Japan,  UK,  Germany,  France), 
the  dependency  on  foreign  labour  is  un- 
likely to  be  a  transient  phenomenon.  By 
implication,  therefore,  ample  opportunities 
will  avail  for  the  Indonesians  to  further 
entrench  themselves  in  the  construction 
labour  market  in  Peninsular  Malaysia. 
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Poverty  Decline  and  Labour  Market 
Change  in  Indonesia 

Lessons  from  the  Soeharto  Era* 

Chris  Manning 


PRIOR  to  the  sharp  and  then  spec- 
tacular decline  in  the  value  of  the 
rupiah  from  August  1997,  rapid 
economic  growth  in  Indonesia  had  pro- 
duced a  remarkable  decline  in  poverty  over 
a  twenty -year  period.  Since  1996  the  de- 
cline has  been  experienced  widely  through- 
out the  archipelago:  in  urban  and  rural 
areas,  in  Java  as  well  as  in  almost  all  of  the 
27  provinces. 

Nevertheless,  significant  differences  are 
apparent  in  the  trends  between  urban  and 
rural  areas,  as  well  as  between  provinces. 
These  differences  have  implications  for  pov- 
erty alleviation  policies  and  the  distribu- 
tion of  income  ~  which  according  to  offi- 
cial consumption  figures  appears  to  have 
worsened  in  the  1990s.  Understanding  fac- 
tors that  have  contributed  to  inter-regional 
differences  in  poverty  is  important  for  an 
assessment  of  impact  of  deregulation  on 
welfare  and  income  distribution.  Moreover, 
it  can  be  valuable  in  speculating  on  the 
effects  of  the  economic  slowdown,  and  the 
now  expected  absolute  decline  for  1999. 


The  author  wishes  to  thank  Hal  Hill  and 
Prema-chandra  Athukorala  for  helpful  comments 
on  an  earlier  draft  of  this  paper.  The  normal  dis- 
claimers apply. 


This  paper  focuses  on  spatial  contrasts 
in  poverty  trends,  both  between  urban  and 
rural  areas,  and  across  provinces.  One  is- 
sue is  considerable  decline  in  rural  pov- 
erty in  earlier  years  compared  with  a  slow- 
er fall,  especially  relative  to  urban  areas, 
during  the  deregulation  period.  One  pos- 
sible explanation,  for  example,  for  the  more 
rapid,  initial  decline  in  rural  poverty  is 
that  rural  development  was  more  extensive 
early  in  the  New  Order  period,  either  be- 
cause of  growth  in  agriculture  (or  policies 
towards  this  sector)  or  because  of  govern- 
ment programs  that  contributed  to  rapid 
growth  in  non-agricultural  incomes.  Al- 
ternatively, in  the  1990s,  deregulation  may 
have  mainly  impacted  on  urban  areas 
through  expansion  of  wage  employment 
in  the  booming  manufactiuing  sector. 

Another  set  of  questions  relate  to  rapid 
poverty  decline  in  Java  compared  with 
most  other  regions  in  the  earlier  period 
but  not  later  on,  and  a  third  to  large  re- 
gional variations  in  poverty  incidence 
across  regions.  The  paper  provides  a 
"birds  eye"  view  of  trends  and  suggests 
some  explanations  for  different  rates  of 
change  in  poverty  alleviation  related  to 
broad  macroeconomic  developments,  labour, 
market  change  and  public  policy. 
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Three  time  periods  are  distinguished  in 
seeking  to  throw  light  on  factors  contrib- 
uting to  the  changing  rate  and  pattern  of 
poverty  decline:  the  oil  boom  period  (1976- 
1980),  a  period  of  slower  growth  (1980- 
1987),  and  the  period  of  deregulation  (1987- 
1996).  Owing  to  problems  of  data  avail- 
ability, the  focus  is  on  the  periods  1980- 
1987  and  1990-1996,  the  periods  of  slower 
growth  and  deregulation. 

The  paper  seeks  to  complement  the 
careful  analysis  of  Abuzar  Asra  which  fo- 
cuses on  conceptual  and  definitional  prob- 
lems in  the  analysis  of  trends  in  poverty 
and  income  distribution.  Asra  and  others 
have  pointed  to  a  number  of  methodo- 
logical problems  in  the  measurement  of 
the  Indonesian  poverty  line.  Most  im- 
portant among  these  have  been  the  large 
difference  in  the  level  of  the  poverty 
line  between  urban  and  rural  areas  and  a 
too  stringent  non-food  component  in  both. 
For  the  most  part,  this  paper  touches 
upon  these  problems.  It  focuses  on  broad 
trends  in  the  incidence  of  poverty,  ignor- 
ing the  important  issues  of  the  depth  of 
poverty  and  its  implications  for  income 
distribution. 

The  next  two  sections  examine  trends 
in  poverty  nationally,  and  the  patterns 
of  economic  growth  and  labour  market 
change  which  have  been  associated  with 
poverty  decline.  The  third  section  deals 
with  regional  dimensions  of  poverty  and 
poverty  change.  The  fourth  takes  a  look 
at  policies  that  have  contributed  to  the 
decline  in  poverty  nation-wide  and  vary- 
ing rates  of  change  in  different  provinces. 

'See  especially  the  World  Bank  (1990)  and 
Booth  (1992,  1993),  Huppi  and  RavalHon  (1991), 
Ravallion  and  Huppi  (1991). 


Table  1 


POVERTY  IN  INDONESIA,  1976-1996 
(%  of  Population  Below  the  Poverty  Line) 


Year 

Urban 

Rural 

Total 

Ratio 

Population 

Urban/ 

T  T  1  

Urban 

Rural 

(%) 

1976 

38.8 

40.4 

40.1 

0.96 

20.0 

1980 

29.0 

28.4 

28.6 

1.02 

22.2 

1984 

21.2 

23.1 

21.6 

0.92 

25.4 

1987 

20.1 

16.4 

17.4 

1.23 

27.9 

1990a 

16.8 

14.3 

15.1 

1.17 

30.5 

1990b* 

16.1 

15.7 

15.8 

1.03 

30.5 

1993* 

13.4 

13.8 

13.7 

0.97 

33.6 

1996* 

9.7 

12.3 

11.3 

0.79 

n.a. 

*Based  on  new  methodology  employed  by  the 
Central  Statistics  Agency. 


Sources:  Central  Bureau  of  Statistics  (1992)  Pov- 
erty and  Income  Distribution  in  Indonesia, 
1976-1990;  Central  Bureau  of  Statistics  (1996) 
Statistical  Yearbook  1996. 

Overall  Poverty  Decline  1976-1996 

Indonesian  poverty  decline  under  Soe- 
harto  was  among  the  fastest  in  the  de- 
veloping world  from  the  early  1970s.  The 
extent  of  falls  in  poverty  was  remark- 
able, even  if  it  needs  to  viewed  against 
a  previous  period  of  economic  disarray 
covering  nearly  30  years,  in  a  relatively 

2 

resource  abundant  country.  The  rate  , of 
decline  in  poverty  incidence  remained 
high  from  the  mid-1970s,  although  the 
absolute  decline  in  poverty  incidence  un- 
derstandably slowed  from  an  estimated 
40  per  cent  in  1976  (Table  1).  Adopting  a 
standard  poverty  line  for  the  entire  period, 
adjusted  for  cost  of  living  changes,  over- 
all poverty  fell  to  just  over  ten  per  cent 
in  1996.  This  implies  a  fall  in  the  incid- 


2 

Although  the  economy  achieved  some  degree 
of  stability  during  the  1950s,  there  was  substantial 
instability  from  the  early  1940s  (period  of  Japanese 
occupation)  through  to  the  late  1960s. 
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Table  2 


ANNUAL  PERCENTAGE  DECLINE 
IN  THE  INCIDENCE  OF  POVERTY, 
INDONESIA  1976-1996 


Period 

Major  Economic 

Urban 

Rural 

Total 

Changes 

1976-80 

Oil  boom 

7.3 

8.8 

8.4 

1980-87 

Slower  modem 

sector  growth 

5.2 

7.8 

7.1 

1987-93 

Early  deregulation 

6.8 

2.9 

4.0 

1993-96 

Later  deregulation 

10.8 

3.8 

6.4 

Sources:   See  Table  1 . 


ence  of  poverty  by  over  five  per  cent  per 
annum  over  the  20  year  period  1976-1996, 
peaking  at  over  eight  per  cent  during  the 
1976-1980  and  falling  less  rapidly  after 
1987  (Table  2). 

Nationally,  the  rate  of  decline  between 
urban  and  rural  areas  differed  in  earlier 
and  later  periods.  In  urban  areas,  the  rate 
of  decline  slowed  in  the  1980s  and  then 
accelerated  towards  the  end  of  the  decade 
and  into  the  1990s.  In  contrast,  in  rural 
areas,  the  fall  in  the  rate  of  poverty  was 
much  faster  during  the  1976-1987  than 
in  the  subsequent  periods.  While,  accord- 
ing to  official  figures,  the  urban  poverty 
incidence  exceeded  that  in  rural  areas  in 
1987  (ratio  of  1.2),  it  was  below  the  rural 
rate  by  1996  (ratio  of  0.8)  (see  Table  1). 
The  faster  decline  in  urban  Indonesia 
occurred  as  the  population  classified  as 
urban  continued  to  rise  from  28  per  cent 
in  1987  to  36  per  cent  in  1996. 

Poverty,  Economic  Growth  and 
Labour  Markets 

It  is  to  be  expected  that  the  rate  of  pov- 
erty decline  would  be  closely  associated 
with  economic  growth,  especially  in  the 


early  stages  of  economic  development.  The 
economic  growth  was  high  in  Indonesia 
during  most  of  the  period  under  investig- 
ation, although  there  were  significant  dif- 
ferences in  the  leading  sectors  during  dif- 
ferent periods.  However,  aggregate  GDP 
data  and  its  sectoral  breakdown  indicate 
little  about  labour  absorption  and  labour 
market  impacts,  owing  to  major  changes 
in  technology  and  the  composition  of 
output,  particularly  in  manufacturing.  For 
example,  manufacturing  growth  was  very 
rapid  for  more  than  two  decades,  yet  its 
impact  on  incomes  and  employment  dif- 
fered according  to  the  leading  sector  in 
industrial  growth.  Deregulation  from  the 
mid  1980s,  for  instance,  led  to  a  marked 
shift  in  industry  structure  in  favour  of 
more  labour  intensive-manufacturing  largely 
concentrated  on  Java  (Hill,  1996;  Manning, 
1998).  Employment  effects,  therefore,  can 
be  anticipated  to  differ  from  those  experi- 
enced during  the  earlier  oil  boom  period 
where  services  played  a  bigger  role.  Impacts 
on  poverty  will  also  depend  partly  on  the 
state  of  the  labour  market:  the  influence 
of  rapid  growth  on  incomes  and  poverty 
in  a  tight  labour  market  will  be  quite  dif- 
ferent than  growth  when  unemployment 
and  under-employment  are  high. 

Such  relationships  can  be  estimated 
econometrically,  although  there  are  prob- 
lems in  relating  urban-rural  trends  in  pov- 
erty to  rates  of  economic  change.  Here  we 
adopt  the  less  ambitious  task  of  exam- 
ining the  data  on  economic  growth  and 
employment  change  to  make'  indirect  in- 

■^National  accounts,  of  course,  arc  not  broken 
down  by  urban  and  rural  division.  Nevertheless 
growth  in  agriculture  would  be  one  proxy  for  in- 
creases in  rural  labour  demand. 
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fcrenccs  regarding  the  impact  on  poverty 
in  different  time  periods. 

Economic  Growth  and  Employment 

Economic  growth  was  rapid  in  Indone- 
sia throughout  the  Soeharto  period  fol- 
lowing stabilization  of  the  economy  in  the 
late  1960s.  Several  sectors  showed  high 
growth  rates  throughout  the  20-year  period, 
while  the  rate  of  growth  of  others  var- 


ied considerably  (Table  3).  Manufacturing 
growth  rates  were  consistently  double  di- 
git from  1976,  except  for  a  brief  slump  in 
the  early  1980s  (not  reflected  in  the  data 
in  Table  3).  Financial  services  and  bank- 
ing also  grew  rapidly  throughout  the 
entire  period,  initially  from  a  small  base 
and  then  supported  by  rapidly  expand- 
ing private  services  during  deregulation. 
Growth  in  the  trade  sector,  critical  for  la- 
bour absorption,  was  steady  throughout, 


Table  3 


GROWTH  OF  GDP  BY  MAJOR  ECONOMIC  SECTOR ,  INDONESIA,  1976-1996 

(%  p.a.,  Constant  Prices) 


Major  Sectors 


1976- 1980* 
Oil  Boom 


I980-I987** 
Slower  Growth 


1987-1993** 
Early  Deregulation 


1993-1996** 
LaterDeregulation 


Agriculture 

Food  Crops 

Industry 

Manufacturing 
-  (Non-Oil/Gas) 
Construction 

Services 

Trade,  Hotels  &  Restaurants 
Transport  &  Communications 
Banking  &  Finance 
Dwellings/Real  Estate 
Public/Government 
Private  Services 


TOTAL**** 

Ratio  to  Total 

Agriculture 

Industry 
Manufacturing 
Non-Oil/Gas 
Construction 

Services 
Trade 

Public/Government 


3.8 
4.2 

15.2 
n.a. 
12.7 

7.9 
14.4 
14.4 
11.9 
12.2 

Z.3 


0.4 
1.6 
n.a. 
1.3 


0.8 
1.3 


3.0 
3.6 

11.4 
11.4 
3.2 

5.0 
7.6 
15.5 
6.5 
8.3 
3.6 


6.7 


0.5 
1.7 
1.7 
0.5 

0.7 
1.2 


*1973  Prices 
**1983  Prices 
***1993  Prices 
****Includes  mining  and  public  utilities 

Source:  Central  Bureau  of  Statistics,  Statistical  Yearbook,  various  years. 


3.2 
2.4 

9.9 
11. 1 
10.9 

7.7 
8.7 
11.0 
4.2 
4.3 
6.0 


7.4 


0.3 
1.3 
1.5 
1.5 

1.0 

0.6 


2.2 
0.5 

10.8 
12.1 
12.6 

7.4 
8.4 
12.7 
5.0 
1.2 
8.2 


8.0 


0.1 
1.4 
1.5 
1.6 

0.9 
0.2 
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as  was  transport,  after  an  initial  impetus 
during  the  oil  boom  period. 

In  contrast,  increases  in  value-added  in 
two  other  key  sectors  of  relevance  to  pov- 
erty decline  ~  agriculture  and  construction 
~  have  varied  considerably.  Relative  to  all 
other  sectors,  agriculture  grew  most  strong- 
ly during  the  early  1980s  when  the  oil 
price  slumped  and  overall  economic  growth 
was  slowest  of  all  the  periods  from  1976. 
Labour  intensive  rice  production  was  the 
mainstay  of  agricultural  growth  during  the 
early  1980s.  However,  the  rate  of  increase 
in  output  in  agriculture  and  particularly 
food  crops  (by  far  the  dominant  sub-sec- 
tor in  agriculture)  fell  substantially  dur- 
ing the  deregulation  periods  from  1987 
onwards.  Conversely,  construction  output 
growth  was  fastest  during  the  oil  boom, 

Table  4 


slumped  during  the  period  of  slower  eco- 
nomic growth  and  then  rebounded  to  ex- 
pand rapidly  during  the  deregulation  period. 

Growth  rates  in  two  of  the  service  sec- 
tors ~  government  and  private  services  ~ 
also  varied  and  showed  contrasting  pat- 
terns. Whereas  public  sector  services  grew 
most  rapidly  in  the  earlier  oil  boom  period 
'then  slowed  during  deregulation,  the  rate 
of  growth  in  private  services  was  initially 
quite  slow  but  increased  in  later  years. 

How  did  this  pattern  of  economic  growth 
interact  with  labour  market  structure  and 
what  was  the  likely  impact  on  poverty? 
Indonesia,  like  most  other  rapidly  growing 
East  Asian  economies,  has  experienced 
a  quite  large  decline  in  the  share  of  the 
work  force  in  agriculture  over  the  past  20 
years.  Absolute  numbers,  however,  con- 


GROWTH  IN 

EMPLOYMENT  IN  MAJOR  SECTORS,  URBAN  AND  RURAL  INDONESIA, 

1977-1996 

Sector 

1977-1982 

1982-1987 

1987-1996 

1977-1996 

Oil  Boom 

Slower  Growth 

Deregulation 

URBAN 

Manufacturing 

10,6 

5,3 

8,9 

8,4 

Trade 

■  9,0 

6,5 

7,5 

7.6 

Other 

7,4 

7,4 

5,7 

6.6 

Total 

8,3 

6,8 

6.7 

7,2 

RURAL 

Agriculture 

1,2 

3,9 

-0,6 

1,1 

Manufacturing 

6,1 

-3.4 

5,5 

3.3 

Trade 

2,5 

2,4 

2,3 

2.3 

Other 

8,3 

4,5 

1,2 

3,9 

Total 

2,6 

3,2 

0,5 

1,8 

TOTAL 

Agriculture 

1,2 

3,9 

-0,6 

1,1 

Manufacturing 

7,2 

-0,7 

6,8 

5,0 

Trade 

4,7 

4.0 

4,8 

4,6 

Other 

7,9 

6,0 

3.7 

5.4 

3,6 

3.9 

2.2 

3,0 

National  Social  Economic  Survey  (SUSENAS),  1982. 
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tinued  to  increase  until  the  1990s.  A  big 
part  of  the  problem  of  poverty  was  re- 
lated to  high  land  density  and  low  pro- 
ductivity in  agriculture.  Even  with  quite 
high  rates  of  urban  and  non-agricultural 
employment  growth,  the  absolute  number 
of  people  employed  in  agriculture  only  be- 
gan to  decline  in  the  1990s. 

Longer-term  trends  in  employment  in 
rural  and  urban  areas  by  major  sector  are 
shown  in  Table  4.  The  patterns  are  re- 
levant to  trends  in  poverty  decline  shown 
in  Table  1.  As  already  expected,  overall 
employment  growth  was  much  faster  in 
urban  compared  with  rural  areas.  How- 
ever, rates  of  rural  employment  expansion 
varied  considerably  during  different  time 
periods.  Job  growth  increased  strongly  diu"- 
ing  the  oil  boom  period,  when  non-agri- 
cultural work  was  created  through  govern- 
ment spending,  especially  in  construction 
and  services.  It  also  expanded  rapidly  in 
the  following  five  years  of  slower  growth 
when  the  agricultural  sector  played  a  ma- 
jor role  in  labour  absorption.  But  during 
the  period  of  deregulation  rural  employ- 
ment slowed  down  markedly  and  agricul- 
tural employment  growth  fell  absolutely 
for  the  first  time. 

Urban  employment,  on  the  other  hand, 
remained  strong  throughout  the  period, 
and  especially  during  the  oil  boom  in 
the  late  1970s.  Manufacturing  employment 
growth  was  particularly  strong  during  the 
oil  boom,  slowed  in  the  subsequent  five 
years  and  then  expanded  rapidly  as  non- 
oil  exports  took  off  during  deregulation. 
Among  the  other  sectors,  construction  em- 
ployment (included  in  "other"  in  the  table) 
was  rapid  both  in  the  oil  boom  and  de- 
regulation period.  Services,  particularly 
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government  services,  expanded  significant- 
ly during  the  oil  boom  but  then  slowed 
down  during  deregulation. 

Thus,  rapid  growth  in  output  and  em- 
ployment in  agriculture  was  associated 
with  a  faster  fall  in  poverty  during  the  earl- 
ier Soeharto  years,  and  a  slower  fall  in  pov- 
erty associated  with  lower  growth  rates 
in  this  sector.  Increasingly,  an  urban  focus 
of  employment  growth  went  hand  in  hand 
with  a  speedier  decline  in  poverty  in  the 
deregulation  era.  Although  people  had  a 
much  higher  probability  of  being  poor  if 
they  were  employed  in  agriculture  ~  either 
as  wage  employees  or  small  fanners  (Raval- 
lion  and  Huppi,  1991),  increased  output 
and  productivity  in  this  sector  seem  to  be 
closely  associated  with  the  more  rapid  fall 
in  the  incidence  of  poverty. 

Unemployment 

Unemployment  has  never  been  high 
in  Indonesia  by  developing  coimtry  stand- 
ards, even  in  urban  areas.  In  general,  it  is 
believed  that  open  unemployment  is  poorly 
correlated  with  poverty  in  a  country  where 
there  is  no  publicly  guaranteed  social  sup- 
port for  the  poor.  Open  unemployment  is 
mainly  an  urban  problem  ~  urban  rates 
have  generally  been  three  to  five  times 
higher  than  in  rural  areas  where  they  have 
hovered  around  a  low  1-2  per  cent  of  the 
work  force.  Unemployment  is  mainly  ex- 
perienced by  young  senior  high  and  ter- 
tiary graduates  which  accounted  for  close 
to  70  per  cent  of  all  the  unemployed  in 
towns  and  cities  compared  with  a  share  in 
the  labour  force  of  just  under  40  per  cent 
in  1996. 
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Moreover,  despite  rapid  economic  growth 
and  associated  poverty  decline,  urban  un- 
employment rates  remained  stubbornly  high 
and  even  tended  to  increase  in  the  1990s. 
There  appeared  to  be  little  correlation  be- 
tween unemployment  and  average  incomes 
or  poverty  ~  urban  unemployment  rates  (6- 
8  per  cent)  were  highest  in  the  larger  more 
prosperous  cities  such  as  Jakarta,  Bandung 
and  Surabaya  (Maiming  and  Junankar,  1998). 

At  the  same  time,  it  would  be  wrong 
to  assume  that  unemployment  only  affects 
the  better-off.  Very  poor  households  are 
under-represented  among  the  unemployed, 
but  not  moderately  poor  households,  dis- 
tinguished by  wage  incomes  and  educa- 
tional status  of  the  household  head  (Man- 
ning and  Junankar,  1998).  As  the  economy 
diversifies  and  the  share  of  wage  earners 
increases,  we  can  expect  such  a  pattern  to 
grow  stronger. 

Job  layoffs  which  have  occurred  dur- 
ing the  present  economic  crisis,  affecting 
many  migrant  workers  in  construction  and 
manufacturing,  have  probably  driven  many 
households  below  the  poverty  line.  But  it 
is  doubtfixl  that  many  will  stay  openly  un- 
employed for  long.  As  in  similar  crises  in 
Latin  America,  they  are  most  likely  to  join 
the  ranks  of  the  informal  sector  and  drive 
down  earnings  in  self-employed  jobs  ~  both 
in  urban  areas  and  in  their  villages  of 
origin. 

Regional  Patterns  of  Poverty  Decline 

As  a  vast  archipelago,  there  is  consid- 
erable inter-regional  variation  across  Indo- 
nesia's 27  provinces  (Hill,  1989;  1996;  Gar- 
cia-Garcia  and  Soelistianingsih,  1998).  The 


main  contrasts  have  generally  been  drawn 
between  densely  populated  Java-Bali  and 
the  "Outer  Islands".  The  latter  encompasses 
the  large  islands  of  Sumatra  and  Sulawesi, 
most  of  the  island  of  Borneo  (Kalimantan), 
the  western  half  of  New  Guinea  (Irian  Jaya) 
and  a  range  of  smaller  islands  in  the  east- 
em  part  of  the  country.  Java  has  managed 
to  support  a  much  denser  rural  popula- 
tion through  intense  smallholder  cultiva- 
tion of  more  productive  agricultural  land, 
a  large  labour-intensive  manufacturing  sec- 
tor, and  a  well  developed  infrastructure. 

The  Outer  Islands  defy  simple  general- 
ization in  terms  of  economic  structiu-es  and 
resource  base,  except  in  contrast  to  Java, 
and  even  here  the  comparison  is  some- 
times overdrawn."*  However,  in  the  1980s  and 
1990s,  reference  was  increasingly  made  to 
"Western"  and  "Eastern"  Indonesia.  At- 
tention was  drawn  to  the  more  developed 
western  regions  of  Sumatra  and  resource 
rich  Kalimantan,  on  the  one  hand,  and  the 
less  developed  regions  of  Sulawesi  and 
the  island  provinces  in  the  eastern  of  In- 
donesia (East  and  West  Nusa  Tenggara, 
Maluku,  Irian  Jaya  and  East  Timor)  on  the 
other. 

In  the  mid  1990s,  Java-Bali  still  account- 
ed for  well  over  half  the  population,  a 


By  the  1980s,  several  of  the  Outer  Island  prov- 
inces shared  characteristics  with  Java.  Several,  es- 
pecially Lampung  in  southern  Sumatra,  South  Sula- 
wesi and  West  Nusa  Tenggara  in  eastern  Indone- 
sia, already  suppwrted  large  densely  settled  rural  po- 
pulations. Others,  such  as  North  Sumatra,  had  a 
quite  large  and  diversified  manufacturing  sector. 

\his  is  not  the  official  definition  of  western 
and  eastern  Indonesia.  For  official  programs,  the 
government  includes  the  Kalimantan  provinces  as 
part  of  eastern  Indonesia. 
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higher  share  of  manufacturing  production, 
employment  and  exports  than  any  of  the 
other  the  Outer  Island  groups.  Among  the 
latter  Sumatra  is  generally  more  developed 
than  the  other  regions  in  terms  of  indus- 
trial sector  size,  infrastructure  and  social 
indicators  (Hill,  1996). 

Nevertheless,  the  gap  between  island 
groups  on  several  indicators  (non-agricul- 
tural employment,  infrastructure  and  edu- 
cation, in  particular)  has  narrowed,  although 
per  capita  incomes  still  remained  lowest 
in  the  poorer  eastern  provinces  and  in 
Central  Java  in  the  mid  1990s.  However,  on 
one  important  indicator,  population  and 
labour  force  growth,  the  contrast  has  re- 
mained large  and  even  widened.  Annual 
increases  in  the  Java-Bali  population  fell 
from  the  1980s  to  just  over  one  per  cent 
(with  negative  growth  in  rural  areas)  by 
the  midl990s,  compared  to  2-3  per  cent  an- 
nual growth  rates  in  most  Outer  Island 

6 

provinces. 

Although  economic  growth  patterns 
understandably  varied  across  island  and 
provinces,  the  outstanding  feature  of  re- 
gional development  in  Indonesia  has  been 
the  quite  impressive  growth  record  across 

7 

most  provinces.  Thus,  for  example,  in  the 
1970s  to  early  1980s,  only  three  provinces 
experienced  regional  growth  rates  of  less 
than  5  per  cent  per  annum,  two  of  which 
suffered  from  the  declining  oil,  gas  pro- 
duction or  minerals  production  (Hill,  1989: 
10).  During  the  deregulation  period  from 


Both  more  rapid  fertility  decline  and  out-mi- 
gration contributed  to  slower  population  growth 
on  Java  (Jones  and  Hull,  1997). 

^See  especially  Hill  (1996)  Manning  (1997) 
and  Garcia-Garcia  and  Soelistyaningsih  (1998). 


the  mid  1980s,  regional  growth  was  above 
5  per  cent  per  annum  for  non-oil  RGDP 
in  all  provinces  and  in  most  it  was  in  the 
range  of  7-10  per  cent. 

Economic  growth  does  not  necessarily 
imply  an  attendant  improvement  in  social 
life.  But  in  education  and  health,  central 
government  allocations  have  ensured  that 
there  was  improvement  in  key  indicators 
(primary  and  secondary  school  enrolments 
and  infant  mortality).  Poorer  or  disadvant- 
aged provinces  (in  terms  of  public  facil- 
ities) benefited  equally  if  not  more  than 
those  that  were  initially  better  off  (Hill, 
1989). 

Given  these  realities,  we  might  expect 
poverty  decline  to  have  been  widespread 
in  Indonesia  during  the  1980s  and  1990s, 
although  the  relative  isolation  and  the 
poor  resource  base  could  be  anticipated  to 
produce  high  levels  of  poverty  in  some  of 
the  less  advantaged  provinces. 

Trends  in  Poverty  Incidence 

The  analysis  of  patterns  and  trends  in 
poverty  by  region  compares  two  time 
periods  in  the  recent  past:  1980-1987  and 
1990-1996.  The  former  represents  the  period 
of  slower  growth  after  Indonesia  experi- 
enced windfall  gains  from  the  oil  boom, 
and  the  latter  covers  the  period  of  deregu- 
lation in  Indonesia  during  the  first  half  of 
the  1990s.  Owing  to  a  different  method  of 
computing  the  poverty  line  in  each  of  the 
two  periods,  comparisons  cannot  be  made 
directly  of  poverty  rates  across  periods. 

g 

See  notes  to  Table  4  for  details.  The  data  are 
taken  from  Anne  Booth  (1992)  for  1980-1987  and 
the  Indonesian  Government  "official"  poverty  line 
for  1990-1996. 
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Table  5 


POVERTY  BY  PROVINCE  GROUP,  INDONESIA  1980  AND  1987,  1990  AND  1996 


Province  Group 

Poverty 

Distribution 

Total  Number  (m.) 

Poverty 

Distribution 

Total  Number  (m.) 

Incid- 

% Poor 

%  Popu- 

Poor 

Popula- 

Incid- 

% Poor 

%  Popu- 

Poor 

Popula- 

ence 

lation 

tion 

ence 

lation 

tion 

(%) 

1980 

(%) 

1987 

Larger  Provinces 

Sumatra 

21,3 

10,6 

19,3 

6,1 

28,4 

12,7 

15,4 

20,0 

4,3 

33,9 

Kalimantan 

1  O  1 
18,1 

1,4 

3,1 

0,8 

4,6 

12,9 

2,5 

3,2 

0,7 

5,4 

Sulawesi 

42,9 

6.1 

5,5 

3,5 

8,2 

21,3 

7,0 

5,4 

1,9 

9,1 

W/E  Nusa  Tenggara 

54,1 

5,1 

3,7 

3,0 

5,5 

28,7 

6,5 

3,7 

1,8 

6,3 

Smaller  Provinces* 

30,8 

4,9 

6,2 

2,8 

9,1 

28,7 

12,0 

6,9 

3,3 

11,7 

INDONESIA 

39,0 

100,0 

100,0 

57,4 

147,2 

16,5 

100,0 

100,0 

27,9 

169,1 

1990 

1996 

Java  &  Bali 

14,6 

58,7 

61.5 

16,1 

110,3 

10,8 

57,1 

60,1 

12,8 

119,3 

Larger  Provinces 

Sumatra 

14,5 

17,6 

18,5 

4,8 

33,2 

10,2 

17,3 

19,1 

3,9 

37,9 

Kalimantan 

24,7 

5,3 

3,3 

1,4 

5,8 

18,6 

5,5 

3.4 

1,2 

6,7 

Sulawesi 

11,9 

4,1 

5,3 

1,1 

9,5 

8,7 

4,0 

5.2 

0,9 

10,4 

W/E  Nusa  Tenggara 

23,6 

5,7 

3,7 

1,6 

6,6 

19,1 

6,2 

3,7 

1,4 

7,3 

Smaller  Provinvcs* 

17,1 

8,6 

7,7 

2,4 

13,7 

13,1 

9,8 

8,4 

2,2 

16,7 

INDONESIA 

15,3 

100,0 

100,0 

■27,4 

179,2 

11,3 

100,0 

100,0 

22,5 

198,3 

♦Includes  Jambi  and  Bengkulu  in  Sumatra,  Central  and  East  Kalimantan,  Central  and  Southeast  Sulawesi,  Irian 
Jaya  and  Maluku.  East  Timor  is  included  in  1990  and  1996. 

Sources:  Data  for  1980/1987  and  1990/1996  are  based  on  different  poverty  lines.  For  1980  and  1987.  the  daU 
on  poverty  are  taken  from  Booth  (1992:  Table  10.18),  using  the  national  poverty  line  in  1976  adjust- 
ed to  1980  prices  using  the  GDP  deflator,  and  converting  them  into  provincial  poverty  lines  based 
on  cost  of  living  indexes  for  each  province.  The  1990/1996  data  are  based  on  the  official  pwverty  line 
estimates  made  by  the  Central  Bureau  of  Statistics  (See  Indonesia.  Central  Bureau  of  Statistics,  Stat- 
istical Yearbook,  1996). 


As  at  the  national  level,  estimates  of  pov- 
erty are  based  on  expenditure  data  collect- 
ed in  the  National  Social  and  Economic 
Survey  (SUSENAS)  and  are  subject  to  vari- 
ation owing  to  sampling  error  at  a  pro- 
vincial level,  especially  in  the  smaller  pro- 
vinces.  Following  the  procedure  adopted 
by  the  Central  Bureau  of  Statistics  in  earl- 
ier years,  we  have  presented  data  separate- 
ly only  for  the  eighteen  larger  provinces 


'Prior  to  1990,  the  Indonesian  government  did 
not  publish  data  on  poverty  by  province  and  only  in 
1993,  with  the  expanded  sample  in  the  SUSENAS, 
did  it  publish  data  for  all  27  provinces  of  Indonesia 


with  populations  of  2.5  million  or  more. 
For  ease  of  exposition,  references  to  in- 
dividual islands  refer  only  to  the  larger 
provinces  in  these  islands. 

Table  5  presents  data  on  poverty  by  ma- 
jor island-group  during  1980-1996.  Based  on 
the  1980  data,  poverty  was  especially  high 
(close  to  50  per  cent)  in  Java,  Sulawesi  and 
the  eastern  islands  of  Nusa  Tenggara,  re- 
gions with  either  relatively  dense  popula- 


"°Provinccs  combined  in  the  group  of  smaller 
provinces  include  Bengkulu  and  Jambi  (Sumatra), 
Central  and  East  Kalimantan,  Southeast  and  Central 
Sulawesi  and  Maluku,  Irian  Jaya  and  East  Timor. 
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tions  or  a  limited  resource  base.  It  was  sub- 
stantially lower  in  Sumatra  and  the  (larger) 
Kalimantan  provinces. 

Substantial  changes  in  the  number  of 
poor  occurred  in  all  province  groups  dur- 
ing the  period  1980-1987,  a  period  of 
slower  growth  and  structural  adjustment 
in  Indonesia  (Table  5).  In  the  period  of 
deregulation,  poverty  continued  to  fall 
from  a  range  of  around  12-25  per  cent  in 
1990  to  9-19  per  cent  in  1996  across  the 
island  groups.  While  the  declines  were 
much  larger  in  most  provinces  in  1980- 
1987,  there  continued  to  be  considerable 
variation  in  the  experience  of  individual 
provinces:  the  coefficient  of  variation  in 
the  percentage  change  in  overall  poverty 
rose  slightly  from  0.43  to  0.46  among  the 
18  larger  provinces. 

The  changes  were  most  dramatic  in 
Java  in  1980-1987.  Poverty  incidence  fell 
to  15  per  cent  in  1980,  just  over  one-third 
of  the  44  per  cent  rate  of  poverty  recorded 
seven  years  earlier.  In  contrast,  the  rate  of 
poverty  fell  only  by  one-third  in  Kaliman- 
tan in  the  same  period.  In  relative  terms, 
whereas  Java,  Sulawesi  and  the  Nusa  Teng- 
gara  (eastern)  islands  were  the  poorest-  re- 
gions in  1980,  sixteen  years  later  Kalimantan 
and  the  eastern  Nusa  Tenggara  provinces 
were  now  the  poorest.  Java  and  Sulawesi 
had  improved  their  position  substantially, 
whereas  poverty  remained  a  major  prob- 
lem in  the  eastern  regions  throughout. 

What  was  the  picture  for  individual 
provinces?  Table  6  summarizes  the  data  on 


Note  that  the  incidence  of  poverty  according 
to  this  estimate  was  much  higher  in  )980  and  mar- 
ginally higher  in  1987  than  the  one  given  for  the 
official  data  presented  in  Table  1  and  2. 


poverty  for  the  18  most  populated  prov- 
inces in  1990-1996.  There  is  no  indication 
that  those  provinces  with  the  highest 
levels  of  poverty  in  1990  recorded  the 
most  rapid  declines.  The  correlation  co- 
efficient between  initial  poverty  levels  and 
rates  of  decline  was  actually  negative:  if 
anything,  those  provinces  with  low  initial 
levels  of  poverty  tended  to  experience  fast- 
er rates  of  poverty  decline.'^ 

Consistent  with  the  above,  the  provinces 
with  lowest  poverty  were  on  Java,  Sula- 
wesi or  Sumatra,  whereas  those  from  Kali- 
mantan and  Eastern  Indonesia  recorded  the 
highest  levels.  Jakarta,  Bali,  West  Java  and 
Riau  province  (Sumatra),  four  provinces  that 
had  benefited  from  increasing  internation- 
alization, were  among  the  highest  ranked 
provinces  in  both  periods. 

Nevertheless,  there  was  some  change  in 
the  ranking  of  several  provinces  with  the 
lowest  level  of  poverty  in  1990  compared 
with  1996.  In  two  of  the  top  five  (Lampung 
and  North  Sumatra),  poverty  decline  was 
quite  small,  and  both  were  ranked  in  the 

1 3 

bottom  nine  provinces  in  1996.  Some 
provinces  with  middle  levels  of  poverty 
in  1990  ~  West  Sumatra,  Yogyakarta  (Java) 
and  South  Simiatra  —  also  improved  their 
relative  ranking  considerably.  On  the  other 
hand,  the  same  provinces  were  poorest  in 


The  correlation  coefficient  was  not  signific- 
ant however  at  five  per  cent  level  and  was  a  low 
-0.15  in  rural  areas  and  -0.23  in  urban  areas. 

'^The  case  of  Lampung  is  understandable,  given 
high  rates  of  population  growth  and  density  in  a 
still  largely  agricultural  region.  But  the  low  rank  in 
North  Sumatra  is  surprising,  given  that  it  is  one 
of  the  most  industrialised  and  Outer  Island  prov- 
inces which  has  long  had  a  relatively  high  level  of 
per  capita  income. 
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Table  6 


INCIDENCE  OF  POVERTY  BY  PROVINCE,  INDONESIA  1990-1996* 


Province 

Population 

Poverty  Incidence  (%) 

Rank 

1990  (m.) 

Growth  1990-1995 

1990 

1996 

1996 

(%  p.a.) 

1 .  Jakarta 

8.3 

2.0 

7.8 

2.5 

1 

2.    South  Sulawesi 

7.0 

1.6 

1  r\  o 

0.0 

4 

3.  Bali 

2.8 

0.8 

11.2 

4.3 

2 

4  T.amnunB 

6.0 

2.0 

13.1 

10.7 

10 

5.   North  Sumatra 

10.3 

1.6 

13.5 

10.9 

12 

6.  Riau 

3.3 

3.9 

13.7 

7.9 

3 

7.   West  Java 

35.4 

2.1 

13.9 

9.9 

7 

8.   East  Java 

32.5 

0.8 

14.8 

11.9 

13 

9.   North  Sulawesi 

2.5 

1.3 

14.9 

10.6 

9 

10.  West  Sumatra 

4.0 

1.6 

i  j.U 

5.0 

6 

1 1 .  Yogyakarta 

2.9 

0 

15.5 

10.4 

8 

12.  Aceh 

3.4 

2.4 

15.9 

10.8 

11 

13.  South  Sumatra 

6.3 

3.7 

16.8 

8.0 

4 

14.  Central  Java 

28.5 

0.8 

17.5 

13.9 

14 

15.  South  Kalimantan 

2.6 

2.2 

21.2 

14.3 

15 

16.  West  Nusa  Tenggara 

3.4 

l."6 

23.2 

17.6 

16 

17.  East  Nusa  Tenggara 

3.3 

1.8 

24.1 

20.6 

17 

18.  West  Kalimantan 

3.2 

2.4 

27.6 

22.0 

18 

INDONESIA** 

179.4 

1.8 

15.8 

11.3 

*Data  for  18  of  27  provinces.  Data  on  poverty  were  not  available  separately  for  each  of  the  9  smaller 
provinces.  Provinces  ranked  by  incidence  of  poverty  in  1990. 
**Ali  27  provinces. 
Source:  See  Table  1. 


both  periods:  the  two  Nusa  Tenggara  prov- 
inces, the  two  more  populous  Kalimantan 
provinces  and  Central  Java,  the  poorest  re- 
gion in  Java  in  per  capita  terms  since  the 
1970s.''*  There  was  no  change  in  rank  among 
these  five  provinces  with  highest  levels  of 
poverty.  In  all  five,  the  fall  in  poverty  was 
not  insignificant  (between  15-30  per  cent 
decline  in  the  rate  of  poverty).  But  none 
moved  up  relative  to  the  other  regions. 

'''whereas  West  Kalimantan  ranked  quite  low 
(sixth  lowest  in  Indonesia)  in  terms  of  poverty  in- 
cidence in  1980,  it  fell  in  relative  terms  throughout 
the  following  16  years.  The  decline  in  South  Kali- 
mantan's rank  (from  10th  lowest  in  1980  and 
1987)  occurred  around  1987-1990. 


What  were  the  trends  in  rural  compared 
with  urban  areas,  especially  in  light  of  the 
national  trends  of  more  rapid  rural  decline 
in  poverty  prior  to  deregulation  and  urban 
poverty  subsequently?'^  Table  7  and  Fig- 
ures 1  and  2  present  data  on  rates  of  pov- 
erty decline  in  island  groups  by  luban  and 
rural  area.  Two  trends  stand  out.  First,  it  is 
clear  that  the  rapid  decline  in  total  pov- 
erty during  the  1980s  was  largely  the  res- 

'^ote  that  the  national  rate  of  poverty  de- 
cline shown  in  our  tables  on  individual  regions  in 
the  1980s  differs  from  that  shown  in  Tables  1  and 
2.  The  regional  changes  are  based  on  the  method 
of  adjusting  poverty  lines  adopted  by  Booth  (1992: 
Table  10.18). 
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Table  7 


INCIDENCE  AND  CHANGE  IN  POVERTY,  URBAN  AND  RURAL  INDONESIA 
BY  MAJOR  PROVINCE  GROUP,  1980-1987  AND  1990-1996 


Province  Group 


Base  Year 


%  of  Population      %  Population 


%  Change  in  Poverty 
Incidence 


Population  Growth 
(%p.a.) 


Urban 

Rural 

Urban 

Urban 

Rural 

Urban 

Rural 

1980-1987 

Java  &  Bali 

40,0 

45,8 

25,3 

-64,6 

-65,6 

5,4 

0,2 

Larger  Provinces 

Sumatra 

30,8 

20,0 

20,0 

-64,5 

-30,8 

4,9 

1,7 

Kalimantan 

24,5 

16,6 

18,9 

-58,8 

-17,4 

4,3 

1,9 

Sulawesi 

43, J 

A 

4z,4 

17,6 

-55,2 

-49,2 

3,9 

W/E  Nusa  Tenggara 

52,5 

54,3 

10,8 

-44,9 

-47,1 

5,4 

1,5 

Smaller  Provinces* 

39,2 

29,2 

15,8 

-41,9 

3,4 

6,9 

2,8 

INDONESIA 

38,6 

39,1 

22,6 

-62,4 

-55,7 

5,3 

0,8 

1990-1996 

Java  &  Bali 

18,4 

12,5 

35,4 

-45,1 

-10,1 

4,5 

-0,8 

Larger  Provinces 

Sumatra 

15,4 

14,2 

25,9 

-42,2 

-23,6 

5,0 

1,1 

Kalimantan 

20,7 

25,9 

23,1 

-45,8 

-18,2 

4,3 

1,6 

Sulawesi 

15,7 

10,7 

23,8 

-39,0 

-21,9 

4,7 

0,4 

W/E  Nusa  Tenggara 

26,7 

23,1 

14,4 

-36,9 

-15,4 

4,4 

1,2 

Smaller  Provinves* 

12,8 

18,4 

22,9 

-48,2 

-14,8 

6,8 

2,0 

INDONESIA 

17,9 

14,0 

30,9 

-45,1 

-12,9 

4,7 

0,1 

♦Same  as  for  Table  6,  includes  East  Timor  in  1990  and  1996. 
Source:   See  Table  6. 


ult  of  a  rapid  fall  in  rural  poverty  incid- 
ence on  Java.  Changes  in  poverty  in  rural 
Java  (which  accounted  for  nearly  half  of 
Indonesia's  population  in  1980)  were  the 
largest  among  the  province  groups-  dur- 
ing the  1980s,  and  more  rapid  than  in 
urban  areas. Conversely,  it  was  precisely 
the  slow  rate  of  decline  of  rural  poverty 
in  Kalimantan,  which  contributed  to  a 
worsening  of  this  province's  position  rel- 
ative to  other  provinces  in  the  same  period. 

Second,  the  more  rapid  decline  in  urban 
compared  with  rural  poverty  incidence 


'^Note  too  however  that  rural  poverty  decline 
was  slowest  on  Java  in  the  1990s,  in  contrast  to 
the  spectacular  decline  in  the  previous  decade. 


was  widespread  across  province  groups  in 
the  1990s.  Island  groups  recorded  quite  sim- 
ilar urban  poverty  decline  in  the  1990s, 
whereas  the  falls  varied  considerably  across 
regions  in  rural  areas.  It  is  perhaps  of  some 
interest  that  the  correlation  coefficient  be- 
tween rural  and  urban  poverty  levels  was 
high  in  1980  (0.9)  but  fell  in  1987  and  1990, 
and  was  slightly  below  0.5  in  1996.  Even 
though  rural  poverty  fell  in  most  prov- 
inces, it  was  not  always  associated  with 
similar  declines  in  urban  areas  in  the  same 
region. 

What  about  inter-regional  differences 
in  urban  poverty?  Substantial  declines  in 
urban  poverty  incidence  occurred  among 
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Figure  1 


INCIDENCE  OF  POVERTY  IN  INDONESIA  1980  AND  1987 
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low  and  high  poverty  provinces  in  the 
1990s.  As  wdth  total  province  experience, 
smaller  falls  in  poverty  did  not  show  any 
correlation  with  initial  levels.  Thus,  the 
more  rapid  fall  in  the  incidence  of  urban 
compared  with  rural  poverty  cannot  be 
attributed  to  improvements  in  a  few  ma- 
jor urban  locations.  There  was  widespread 
progress  throughout  Indonesia.  Seven 
provinces  spread  throughout  the  archipe- 
lago recorded  a  halving  of  the  incidence  of 
urban  poverty,  and  urban  poverty  fell  by 
25  per  cent  in  all  but  one.  The  coefficient 
of  variation  in  urban  poverty  remained 
relatively  constant  throughout  (0.38  in 
1980,  0.34  in  1990  and  0.40  in  1996).'^ 

Since  the  data  on  the  incidence  of  pov- 
erty by  province  in  the  1980s  are  not  dir- 
ectly comparable  with  those  for  the  1990s, 
the  above  patterns  are  indicative  only  of 

1 8 

longer  term  trends.  In  general,  the  more 
rapid  decline  in  overall  rural  poverty  in 
Indonesia,  and  total  poverty  on  Java  and 
Sulawesi,  in  the  1980s  can  be  attributed 
to  a  fall  in  rural  poverty  in  several  of  the 
largest  and  densely  populated  provinces 
where  rice  was  the  dominant  crop.  The 
"green  revolution"  which  continued  to  sup- 
port rapid  rice  production  growth  during 
this  period  was  probably  a  major  factor 
behind  these  developments.  Three  prov- 
inces in  Java  (Central  and  East  Java  and 
smaller  Yogyakarta)  and  South  Sulawesi 

17 

Based  on  calculations  for  the  18  larger  prov- 
inces. 

'^See  World  Bank  (1984;  7-10,  84-86).  The 
World  Bank  study  included  a  much  higher  non- 
food component  in  deriving  the  poverty  line  than 
official  figures  on  which  the  main  analysis  in  this 
paper  is  based.  The  incidence  of  poverty  national- 
ly was  around  one-third  higher  than  calculated  by 
the  CBS  in  1980  (28.6  per  cent). 


recorded  among  the  highest  incidence  of 
poverty  in  1980  (all  were  ranked  in  the  top 
seven  of  26  provinces).  This  was  also  the 
case  of  Lampung  in  southern  Sumatra.  By 
1990,  all  except  Central  Java  were  low,  or 
middle  ranking  provinces,  in  terms  of  over- 
all poverty  incidence. 

Nonetheless,  it  seems  that  in  the  1990s 
agricultural  growth  no  longer  played  this 
important  role  in  rice-growing,  densely  po- 
pulated areas,  as  crop  diversification  and 
productivity  growth  in  non-rice  crops  had 
faltered  during  that  period.  The  two  poorer, 
populous  provinces  in  Java  and  Lampung 
performed  below  average  in  this  period  in 
terms  of  falls  in  poverty,  especially  in  rural 
areas. 

On  the  other  hand,  manufacturing  ex- 
port expansion,  which  provided  the  im- 
petus for  growth  in  employment  and  GDP 
in  the  1990s,  seems  to  have  given  a  greater 
stimulus  for  poverty  decline  in  urban  areas 
rather  than  in  the  countryside  during  the 
1990s.  The  contrast  was  particularly  marked 
in  Java,  which  experienced  equally  rapid 
urbanization  as  other  regions.  Java  experi- 
enced a  45  per  cent  decline  in  urban  pov- 
erty incidence  compared  with  only  a  10 
per  cent  decline  in  rural  areas  in  1990- 
1996.  While  Indonesia  maintained  emphasis 
on  rural  development  programs,  it  was  clear- 
ly much  harder  to  reach  the  poor  through 
general  development  programs  and  eco- 
nomic expansion,  as  the  share  of  poor  fam- 
ilies in  the  population  fell. 

At  the  same  time,  not  too  much  should 
be  made  of  the  direct  link  between  export- 
orientation  and  greater  urban  poverty  de- 
cline. Urban  poverty  also  fell  faster  in  Su- 
lawesi and  Eastern  Indonesia  where  man- 
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ufacturing  exports  were  still  quite  small. 
The  data  do  raise  the  question,  therefore, 
of  a  tendency  towards  urban  bias  in  the 
provision  of  services,  or  major  difiiculties 
experienced  by  a  small  proportion  of  the 
dispersed  rural  population  who  had  limited 
mobility  and  less  access  to  a  range  of  pub- 
lic goods. 

Regional  Poverty  and  Labour  Markets 

Employment  trends  on  Java  compared 
with  the  Outer  Islands  help  us  fiirther  ex- 
plore some  of  the  factors  contributing  to 
different  rates  of  urban  and  rural  poverty 

Table  8 


GROWTH  IN  EMPLOYMENT 
IN  MAJOR  SECTORS,  JAVA  AND 
THE  OUTER  ISLANDS,  1990-1996 


Sector 

Java 

Outer  Islands 

Indonesia 

URBAN 

Manufacturing 

5,9 

9,8 

6,6 

Construction 

8,1 

11,8 

9,2 

Trade 

7,2 

11,1 

8,2 

Services 

5,3 

8,7 

6,3 

Other 

4,6 

7,0 

5,3 

Sub-total 

6,0 

9,3 

6,9 

RURAL 

Agriculture 

-3,2 

-0,5 

-1,9 

Manufacturing 

3,8 

5,5 

4,2 

Construction 

8,6 

11,9 

9,4 

Trade 

2,2 

7,1 

3,6 

Services 

1,0 

1,3 

1,2 

Other 

5,6 

5,5 

5,6 

Sub-total 

-0,5 

0,9 

0,1 

TOTAL 

Agriculture 

-3,8 

-0,5 

-2.2 

Manufacturing 

5,1 

7,4 

5,6 

Construction 

9.2 

12,9 

10,2 

Trade 

5.0 

9.6 

6,2 

Services 

3,8 

5.3 

4.3 

Other 

5.2 

6,8 

5.7 

1,6 

2,7 

2,0 

Sources:  Central  Bureau  of  Statistics,  National  Labour 
Forces  Surveys  (SAKERNAS)  1990  and  1996. 


decline.  In  the  early  years  of  the  New  Or- 
der government,  rural  labour  absorption 
was  slow  in  Java.  This  was  partly  related 
to  new  techniques  in  rice  production  lim- 
ited linkages  between  food  crop  production 
and  other  sectors.'^  The  large  majority  of 
Outer  Islanders  worked  in  agriculture,  al- 
though non-agricultural  employment  in 
trade  and  transport  growth  was  bolstered 
by  extension  of  communications  and  gov- 
ernment. Most  of  the  growth  in  Outer  Is- 
land employment  was  absorbed  in  agri- 
culture until  the  late  1980s.^°  But  with  the 
closing  of  the  land  frontier,  as  in  Thailand 
nearly  a  decade  earher,  agricultural  employ- 
ment growth  also  slowed  in  the  Outer  Is- 
lands and  turned  negative  in  the  1990s 
(Table  8). 

Perhaps  surprisingly,  given  the  con- 
centration of  labour-intensive  manufactur- 
ing exports  on  Java,  urban  and  non-agricul- 
tural employment  growth  has  been  even 
more  rapid  in  the  Outer  Islands  than  on 
Java  in  the  1990s.  Jobs  in  mantifacturing, 
construction  and  trade  expanded  at  close 
to  double-digit  rates  of  growth.  In  general, 
there  was  considerable  diversification  of 
the  Outer  Island  economies,  based  on  agro- 
processing  and  resource  based  industries 
(Maiming,  1997).  It  was  the  richer  rice  grow- 
ing and  resource  abundant  provinces  of 
West  and  South  Sumatra,  Riau  and  East 
Kalimantan  which  have  experienced  rapid 
diversification  in  economic  activity  and  em- 
ployment. 


See  especially  Manning  (1998)  for  a  fuller  dis- 
cussion of  these  trends. 

20 

In  part,  the  large  government  sponsored  trans- 
migration program  based  on  land  settlement  contrib- 
uted to  substantial  employment  growth  in  farming 
during  the  mid  1980s. 


POVERTY  DECLINE  AND  LABOUR  MARKET 

Non-agricultural  employment  also  rose 
quite  quickly  in  the  resource-poor,  heavily 
agricultural-based,  economies  of  West  and 
East  Nusa  Tenggara  where  poverty  remain- 
ed stubbornly  high  compared  to  most  other 
regions.  Despite  out-migration  to  Malaysia 
(probably  a  key  factor  behind  the  low  pov- 
erty levels  in  densely  populated,  neighbour- 
ing South  Sulawesi),  the  predominance  of 
low  labour  and  land  productivity  in  rain- 
fed  agricultural  regions,  and  limited  op- 
portunities for  work  in  small  urban  centres, 
has  continued  to  contribute  to  continuing 
high  levels  of  deprivation. 

It  is  already  mentioned  elsewhere  that 
there  has  been  a  convergence  in  economic 
and  labour  market  trends  among  provinces 
in  Indonesia  during  the  deregulation  period 
(Manning,  1997).  This  was  evidenced  by  the 
faster  growth  in  employment  in  manufac- 
turing and  construction  Outside  Java,  and 
is  reflected  in  employment  growth  reported 
above.  Nevertheless,  as  the  poverty  data  im- 
ply, these  effects  were  felt  unevenly  across 
provinces  and  some  eastern  provinces  of 
Indonesia  lagged  behind  the  rest  of  the 
country. 

Do  these  labour  market  developments 
throw  any  light  on  the  slower  decline  in 
poverty  in  the  populous  Central  and  East 
Java  provinces?  Population  and  labour 
force  growth  rates  were  among  the  lowest 
in  the  country  in  these  two  provinces  and 
there  is  evidence  of  considerable  real  wage 
growth  in  these  areas  in  the  1990s  (see  be- 
low). They  shared  in  the  modern  sector 
manufacturing  boom,  although  to  a  lesser 
extent  than  West  Java  where  modern  ma- 
nufacturing growth  was  concentrated.  Long 
distance  migration  to  major  urban  centres 
and  abroad  has  become  a  feature  of  la- 
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hour  markets  in  both  provinces  which  have 
long  experienced  a  history  of  out-migration. 

Two  factors  might  help  explain  slower 
poverty  decline,  especially  in  rural  areas  in 
Central  and  East  Java.  First,  the  substantial 
decline  in  agricultural  employment  may 
be  partly  attributed  to  new  technologies 
in  rice  farming,  especially  the  spread  of 
hand -tractors  and  herbicides.  Hence  some 
households  left  agriculture  involuntarily 
and  lacked  access  to  better  paying  jobs 
(Naylor,  1991).  Second,  rural  manufacturing 
employment  growth  was  quite  slow  in 
Java  for  more  than  a  decade.  Central  and 
East  Java  had  been  the  heartland  of  cot- 
tage industries  prior  to  the  1980s.  Many 
of  these  may  have  found  it  harder  to  com- 
pete on  the  domestic  market.  Although 
small-scale  industry  has  prospered  in  some 
locations  ~  such  as  in  the  furniture  making 
centre  of  Jepara  or  in  the  metalwork  indus- 
tries in  the  Klaten  district  —  cottage  indus- 
try probably  found  it  difficult  to  compete 
in  other  districts  in  the  Java  heartland. 

Wage  Trends.  For  a  considerable  period 
in  the  early  Soeharto  years  workers  moved 
out  of  agriculture  into  relatively  low  paid 
jobs,  and  real  wages  remained  largely  con- 

21 

stant  outside  the  modern  sector.  Declining 
poverty  on  Java  was  thus  primarily  as- 
sociated with  a  shift  in  employment  away 
from  low  productivity  work,  rather  than 
through  a  general  tightening  of  labour 
markets  and  rising  real  wages. 

Sustained  growth  in  the  1990s,  however, 
did  result  in  tightening  labour  markets,  es- 

Papanck  (1980)  discusses  how  workers  on 
fixed  incomes  in  the  modern  sector  were  able  to 
negotiate  wage  increases  to  compensate  for  large 
real  wage  declines  during  the  earlier  period  of  high 
inflation  in  the  1960s. 
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Figure  3 


INDEX  OF  REAL  WAGES  IN  RICE  FARMING,  JAVA-BALI,  1990-1996 
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Figure  4 

INDEX  OF  REAL  WAGES  IN  RICE  FARMING,  SELECTED  SUMATRAN  PROVINCES,  1990-1996 
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pecially  in  Java  where  agricultural  employ- 
ment began  to  decline  steeply  (Manning 
and  Jayasuriya,  1996).  To  what  extent  were 
these  changes  associated  with  different  rates 
of  poverty  decline  across  regions?  Figures 
3-4  show  trends  in  real  agricultural  wage 
rates  in  the  rice  sector  in  selected  prov- 
inces on  Java  and  in  selected  Outer  Islands 
provinces  for  the  period  1990-1996.^^  Real 
wages  rose  quite  sharply  in  much  of  Java- 
Bali:  at  a  high  6-7  per  cent  per  aimimi  in 
the  large,  industrialising  West  and  East  Ja- 
va provinces,  and  on  Bali,  although  growth 
was  slower  in  Central  Java.  In  contrast, 
the  record  outside  Java-Bali  was  mixed.  In 
no  province  did  real  wages  rise  above  4 
per  cent  and  in  all  but  two  of  the  Sumatran 
provinces  they  were  lower  in  1996  than 
in  1990.  The  pattern  of  change  was  fairly 
uniform  across  provinces:  most  of  the  in- 
creases occurred  in  the  years  1990-1993,  part- 
ly owing  to  an  imusually  favourable  food 
price  outcome  in  the  latter  year. 

Two  implications  seem  clear  for  pov- 
erty. First,  the  slower  fall  in  rural  poverty 
nationally  may  (as  suggested  above)  be 
partly  related  to  the  sluggish  performance 
of  agriculture  and  limited  job  opportun- 
ities in  this  sector  in  the  1990s.  AS  we 
have  argued,  it  was  the  rapid  growth  in 
rice  production  and  labour  demand  in  the 
early  1980s  which  probably  contributed 
significantly  to  the  steep  decline  in  pov- 
erty in  these  years.  Second,  it  is  clear  there 
was  little  correlation  between  the  level  of 
poverty,  the  rate  of  poverty  decline,  and 
real  wage  growth  in  the  dominant  rice  crop 


Rice  wages  are  the  only  comprehensive  source 
of  data  on  unskilled  wages  by  region. 


across  provinces.  A  coincidence  of  quite 
rapid  wage  growth  and  poverty  improve- 
ment only  occurred  in  a  few  provinces 
(Bali  and  West  Java).  Among  provinces 
which  recorded  negative  wage  growth,  only 
North  Sumatra  performed  rather  poorly 
in  poverty  trends  in  the  period  1990-1996. 
Three  provinces.  South  Sulawesi,  West  and 
South  Sumatra  performed  well  in  terms  of 
poverty  decline  but  not  in  terms  of  wages. 

The  lack  of  a  correlation  between  the 
rate  of  poverty  decline  in  rural  areas  and 
real  wage  growth  is  especially  puzzling  in 
Java.  Why  did  Central  and  East  Java  per- 
form so  much  worse  on  rural  poverty  al- 
leviation in  the  1990s  at  a  time  when  la- 
bour markets  appear  to  have  been  tighten- 
ing significantly?  Given  that  rice  farming 
employs  more  unskilled  workers  than  any 
other  sector,  why  was  there  not  a  closer 
correlation  between  the  incidence  and 
change  in  poverty  and  wage  trends? 

We  can  only  speculate  on  the  reasons, 
given  that  data  availability  precludes  de- 
tailed econometric  work.  One  relates,  to  spe- 
cific factors  which  influenced  rice  sector 
growth  in  this  period:  several  bad  seasons 
and  slower  output  growth  in  1995-1996 
may  have  played  some  role.  Institutional 
factors  which  influence  wage  setting  in 
this  traditional  crop  may  also  have  been 
contributed  to  a  weak  relationship  with 
poverty  change.  Second,  perhaps  more  im- 
portant, poverty  reduction  would  seem  to 
be  only  partly  related  to  labour  market 
change  for  the  bottom  10-15  per  cent  of 


The  correlation  coefficient  from  testing  the 
relationship  between  the  rate  of  real  wage  growth 
and  poverty  decline  was  positive  but  low,  just  0.10 
for  fourteen  rice  growing  communities  over  the 
period  1990-1996. 
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households.  Access  to  social  goods,  educa- 
tion and  health,  in  particular  is  of  critical 
importance,  especially  to  households  who 
have  only  a  marginal  attachment  to  the 
work  force. 

Finally,  it  is  worth  mentioning  the  more 
rapid  decline  in  urban  poverty  may  relate 
to  institutional  changes  affecting  wages  in 
urban  areas.  Minimum  wage  policy  be- 
came an  important  plank  of  government 
policies  in  Indonesia  in  the  1990s,  and  es- 
pecially from  1993.  The  policy  was  imple- 
mented with  some  determination  in  major 
urban  areas  throughout  the  country  as  the 
central  government  set  minimum  wages 
for  each  province  based  on  an  estimate  of 

24 

mimmum  physical  needs.  Of  course,  min- 
imum wages  have  often  been  associated 
with  slower  employment  growth  in  devel- 
oping coimtries.  But  initial  levels  were  so 
much  lower  (less  than  50  per  cent)  of  the 
level  of  average  wages  of  unskilled  workers 
in  the  early  1990s.  Thus  mimmum  wage  in- 
creases probably  only  affected  employees  at 
the  lower  end  of  the  wage  spectrum,  whose 
families  were  more  likely  to  be  in  poverty. 

To  sum  up,  Indonesia  has  experienced 
rapid  economic  growth  and  structural  change 
associated  with  rapid  poverty  decline.  The 
experience  of  poverty  decline  varied  con- 
siderably across  regions  at  different  time 
periods.  The  faster  growth  in  urban  employ- 
ment opportunities  might  help  explain  the 
speedier  fall  in  poverty  in  cities  in  recent 
years,  just  as  robust  agricultural  expansion 
had  helped  to  account  for  more  rapid  de- 
clines in  rural  poverty  a  decade  earlier.  Real 
urban  wages  appear  to  have  risen  quite 

^Vrom  1993  to  1996  nominal  minimum  wages 
increased  by  over  100  per  cent  in  most  provinces, 
and  by  close  to  50  per  cent  in  real  terms. 


sharply  in  some  areas,  but  the  increase  was 
not  associated  with  faster  declines  in  rural 
poverty  in  these  provinces.  Conversely  rural 
wages  remained  depressed  in  many  Outer 
Island  provinces,  but  do  not  seem  to  have 
been  closely  associated  with  a  slower  rate 
of  poverty  decline. 

Government  Policies  and  Programs 

The  Indonesian  government  has  adopt- 
ed a  range  of  programs  aimed  at  support- 
ing social  services  and  stimulating  employ- 
ment, regional  and  rural  incomes  over  the 
past  two  decades  (World  Bank,  1994).  How- 
ever, direct  interventions  aimed  at  allevi- 
ating poverty  are  relatively  recent,  such  as 
the  special  micro-credit  programs  for  house- 
holds in  poorer  villages,  especially  the 
IDT  (Inpres  Desa  Tertinggal)  for  "lagging" 
villages  and  the  Keluarga  Sejahtera  (liter- 
ally prosperous  family  program)  instituted 
in  1993  and  1995-1996  respectively.  Other 
recent  interventions  to  help  the  poor  in- 
clude minimum  wage  policies  targeted  to 
iirban  areas,  across  all  provinces,  and  spe- 
cial efforts  in  the  areas  of  water  supply  and 
sanitation. 

Several  comments  can  be  made  regarding 
the  possible  impact  of  these  interventions 
on  the  poverty  trends  discussed  above.  We 
first  look  at  interventions  in  health  and 
education,  before  turning  to  the  specially 
targeted  programs. 

Like  other  East  Asian  countries,  Indone- 
sia has  made  great  progress  in  the  spread 
of  general  education  and  health  care 
centres  in  both  urban  and  rural  areas. 


See  Oey  (1997),  Iskandar  (1997)  and  World 
Bank  (1997). 
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The  major  effort  mounted  from  the  oil 
boom  period  in  the  1970s,  especially  in 
the  area  of  primary  schooling,  appears  to 
have  had  a  significant  impact  on  the  rate 
of  poverty  decline,  at  a  time  when  close  to 
half  of  all  Indonesian  households  were 
below  the  poverty  line.  The  spread  of  health 
care  centres  (puskesmas)  and  service  de- 
pots to  sub-district  and  villages  was  also 
a  major  plank  of  government  policy.  Given 
much  less  initial  access  to  education  and 
health,  the  spread  of  these  facilities  prob- 
ably contributed  to  more  rapid  rural  pov- 
erty decline  in  the  earlier  years  of  the  Soe- 
harto  government. 

But  at  the  same  time,  there  are  real 
doubts  concerning  the  effectiveness  of 
public  support  for  education  and  health  in 
poverty  alleviation  in  the  1990s.  Poorer  re- 
gions and  households  are  dogged  by  the 
twin  problems  of  the  low  quality  and  high 
cost  of  services  (World  Bank,  1997;  Iskan- 
dar,  1997).  High  drop-out  rates,  especially 
after  primary  school  and  poor  utilization  of 
existing  services,  both  schools  and  health 
care  centres  are  major  problems  especially 
in  poorer  regions.  Quantity  expansion  was 
relatively  easy,  but  improvements  in  quality 
needed  to  raise  standards  above  a  minimum 
level  are  a  much  greater  challenge. 

The  problem  of  access  is  more  pressing 
for  the  poor.  It  relates  to  two  issues:  high 
costs  relative  to  incomes  among  the  poor 
and  lack  of  services  for  more  isolated  dis- 
persed communities.  The  high  cost  of  ser- 
vices is  associated  with  "informal"  charges 
for  basic  public  services,  expensive  delivery 
of  high  school  education  and  all  but  very 
basic  drugs,  and  high  delivery  costs  in  out- 
lying regions,  especially  in  the  Eastern  part 
of  Indonesia.  While  most  people  on  Java 


have  access  to  services,  this  is  not  true  of 
the  more  isolated,  smaller  communities  in 
regions  such  as  Irian  Jaya,  Central  Sulawesi 
and  Central  Kalimantan  where  there  is  lim- 
ited mobility  and  few  transport  networks. 

Second,  with  regard  to  special  programs, 
the  several  projects  aimed  directly  at  pov- 
erty alleviation  have  had  extensive  cover- 
age of  poorer  regions  of  Indonesia.  The 
IDT  program,  for  example,  which  makes 
grants  directly  to  poorer  villages,  is  report- 
ed to  have  covered  almost  all  the  20,000 
villages  (approximately  one-third  of  all 
villages)  classified  as  "lagging"  in  aspects 
of  public  infrastructure  and  resources  over 
the  period  1993-1996.  The  large  majority  of 
villages,  well  over  90  per  cent,  were  rural. 
Yet  that  these  eflforts  are  only  a  short  term 
measure,  and  were  unlikely  to  have  made 
much  progress  toward  achievement  of  the 
goal  of  much  reduced  poverty  (to  7  per 
cent)  during  the  current  five  year  plan, 
even  if  the  current  economic  crisis  had  not 
occurred.  Grants  are  very  small  per  capita 
(around  $10  at  1996  exchange  rates)  and 
have  often  mainly  contributed  to  increased 
consumption  rather  than  viable  productive 
activities,  especially  ovwng  to  lack  of  com- 
plementary resources  and  poor  communica- 
tions (World  Bank,  1994).^^ 

Nevertheless,  this  program  is  an  import- 
ant initiative  in  a  period  at  a  time  when 
carefully  targeted  programs  are  required 
to  complement  more  general  development 
efforts.  Perhaps  the  main  criticism  of  IDT 
and  similar  initiatives  is  that  they  place 
too  much  emphasis  on  spatial  factors  by 


^*In  the  last  few  years,  a  major  focus  of  donor 
programs  has  been  to  support  rural  infrastructure 
to  complement  the  direct  grants  to  villages. 
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attempting  to  identify  poor  regions,  and 
ignore  the  structural  aspects  of  poverty. 
Whatever  the  outcome,  it  is  clear  that  the 
impact  on  poverty  is  likely  to  be  much 
smaller  that  the  general  public  works  pro- 
grams (INPRES)  which  were  directed  to 
all  districts  in  Indonesia  from  the  period 
of  the  oil  boom.  However,  with  the  deepen- 
ing of  the  economic  crisis  in  Indonesia  in 
1998,  it  is  likely  to  be  general  public  works 
programs  which  will  have  the  major  impact 
on  employment,  incomes  and  poverty  al- 
leviation. 

Like  the  strong  push  to  increase  min- 
imum wages,  direct  poverty  alleviation  pro- 
grams have  been  strongly  motivated  by  po- 
litical considerations,  as  the  government 
has  sought  to  demonstrate  its  commitment 
to  improving  the  welfare  of  the  disadvant- 
aged at  a  time  when  there  has  been  in- 
creasing public  focus  on  inequality. 


Conclusions 

Rapid  poverty  decline  was  one  of  the 
major  achievements  of  the  Soeharto  re- 
gime. In  this  paper,  it  was  shown  that  the 
fall  in  poverty  was  widespread  across  re- 
gions and  was  shared  by  urban  and  rural 
areas,  although  declines  were  more  rapid 
in  towns  and  cities  in  the  1990s.  Especial- 
ly in  the  early  years  of  the  New  Order,  pov- 
erty decline  was  not  only  associated  with 
rapid  modern  sector  growth  but  also  with 
investment  of  considerable  resources  in 
rural  areas  and  agriculture.  In  the  1980s, 
rapid  poverty  decline  was  especially  as- 
sociated with  agricultural  expansion  in  Ja- 
va where  a  large  proportion  of  poor  Indo- 
nesians lived. 


It  is  argued  in  the  paper  that  a  decade 
late,  during  the  1990s,  there  was  no  domin- 
ant factor  associated  with  different  rates 
of  poverty  decline  across  regions.  The  more 
rapid  decline  in  urban  poverty  may  be  at- 
tributed to  a  number  of  factors:  export- 
oriented  manufacturing  growth  in  Java,  an 
urban  bias  in  delivery  of  services,  rising 
urban  minimum  wages  and  a  less  impres- 
sive performance  in  agriculture  than  in 
the  previous  decade.  It  was  also  noted  that 
there  was  not  a  close  correlation  between 
the  rate  of  poverty  decline  across  regions 
and  other  indicators  of  development,  espe- 
cially industrial  and  wage  growth. 

In  part,  the  differences  in  experience  in 
earlier  and  later  years  can  be  attributed  to 
Indonesia's  stage  of  development.  Relative- 
ly rapid  labour-intensive  growth  can  be  ex- 
pected to  have  a  major  impact  on  the  in- 
cidence of  poverty  through  employment  ex- 
pansion when  close  to  half  the  population 
is  in  poverty.  It  is  much  less  likely  to  have 
such  a  large  influence  through  the  same 
mechanism  when  poverty  levels  are  much 
lower  and  special  interventions  are  needed 
to  assist  those  by-passed  or  adversely  affect- 
ed by  economic  growth. 

These  lessons  are  important  for  thinking 
about  strategies  for  recovery  as  the  eco- 
nomic crisis  deepened  in  Indonesia  during 
1998.  Selective  interventions  are  essential 
for  cushioning  families  from  extreme  hard- 
ship in  the  short-term.  However,  employ- 
ment growth  in  labour-intensive  industries 
will  be  critical  for  ensuring  that  in  longer 
term,  widespread  poverty  does  not  once 
again  become  a  feature  of  economic  life. 
Many  more  Indonesians  are  now  urban  and 
agriculture  is  now  a  much  smaller  share 
of  total  GDP  and  employment.  Although 
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many  have  retained  links  with  the  country 
side,  a  revival  of  non-agricultural  output 
will  be  critical  for  jobs  in  towns  and  cities. 

At  the  same  time,  however,  nearly  half 
of  Indonesia's  work  force  ~  well  over  half 
in  many  Outer  Island  regions  ~  still  work 
in  agriculture.  The  analysis  in  this  paper 
has  suggested  that  agricultural  perform- 
ance was  of  major  significance  for  pov- 
erty alleviation.  In  the  1980s,  it  support- 
ed the  decline  in  poverty  in  Java.  In  the 
1990s,  slower  agricultural  growth  was  prob- 
ably one  factor  explaining  slower  poverty 
declines  in  rural  Indonesia.  The  lesson 
should  not  be  lost  on  policy  makers  seek- 
ing to  prevent  flirther  falls  in  incomes  and 
rising  poverty  in  1998-1999. 

The  emphasis  here  has  been  on  broad 
trends  and  patterns  of  change  in  poverty 
based  on  the  ofiRdial  poverty  lines  for  indi- 
vidual regions.  The  discussion  in  this  paper 
has  not  gone  into  considerable  problems  of 
measurement  of  poverty,  which  have  re- 
ceived emphasis  in  the  literature  on  In- 
donesia. The  most  important  of  these  are 
problems  of  estimating  a  comparable  set  of 
poverty  lines  across  urban  and  rural  areas 
and  between  regions.  Bidani  and  Ravallion 
(1993)  have  shown  that  adjustments  to  the 
poverty  line  based  on  inter-regional  price 
differences  result  in  quite  large  differences 
in  the  relative  incidence  of  poverty  across 
provinces  in  Indonesia.  We  assume,  impli- 
citly that  these  price  differences  are  less 
important  in  affecting  trends  in  the  meas- 
urement of  poverty  than  in  comparisons 
between  urban  and  rural  areas  and  across 
regions  at  a  given  point  in  time. 

The  official  poverty  line  has  been  set 
very  low,  reflecting  the  low  standard  of 


living  in  Indonesia  when  development 
programs  began  in  the  1970s.  In  1996,  they 
were  the  equivalent  of  approximately  $13 
per  month  per  capita  in  urban  areas  and 
less  than  $10  per  month  in  nu:al  areas.  This 
is  in  a  country  where  average  monthly  in- 
come (valued  at  nominal  exchange  rates  in 
1996)  was  close  to  $100,  and  the  minimum 
wage  in  Jakarta  was  approximately  $90  per 
month  prior  to  the  economic  crisis.  While 
the  poverty  gap  has  not  changed  much 
over  time,  a  significant  rise  in  poverty  line, 
as  prices  of  basic  commodities  rise  and 
wages  remain  low,  will  mean  a  significant 
number  of  Indonesians  would  be  classi- 
fied as  poor.  The  possibility  is  not  aca- 
demic, since  the  rising  cost  of  living  and 
limited  job  opportunities  during  the  cur- 
rent crisis  will  see  the  poverty  line  rise  by 
at  least  25-50  per  cent  for  many  in  1998, 
exacerbated  by  falling  money  incomes 
among  many  others. 

The  paper  has  mainly  dealt  with  eco- 
nomic and  social  dimensions  of  poverty. 
There  is,  of  course,  a  political  dimension. 
During  the  Soeharto  era,  lack  of  political 
representation  contributed  to  an  absence  of 
voice,  which  might  have  helped  reduce  a 
range  of  costs  bom  by  the  poor.  High  and 
often  "unofficial"  payments  for  schooling 
and  health  were  probably  the  most  oner- 
ous, but  inequitable  resolution  of  land  and 
labour  disputes  also  contributed  to  power- 
less among  the  poor.  The  command  type 
structure  of  the  Indonesian  government 


A  25  per  cent  increase  in  the  poverty  line 
would  see  the  incidence  of  poverty  in  urban  areas 
more  than  double  and  that  in  rural  areas  increase 
by  around  60  per  cent.  A  50  per  cent  rise  would  res- 
ult in  nearly  half  of  all  urban  people  falling  below 
the  poverty  line  (data  kindly  provided  by  Abuzar 
Asra  based  on  the  1996  SUSENAS  survey). 
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might  have  served  many  people  well  when 
development  needs  ~  basic  social  and  phy- 
sical infrastracture  --  were  well  miderstood 
and  quite  homogenous.  One  lesson  which 
the  new  government  should  draw  from 
the  Soeharto  period  is  that  "top-down" 
command  structures,  are  increasingly  less 
well  suited  to  providing  more  differentiated 
and  higher  quality  of  services  for  the  poor 
as  countries  develop. 
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APEC  After  10  Years 


Hadi  Soesastro 


Introduction 

APEC  is  a  unique  inter-govemmental 
process.  The  process  that  began 
in  November  1989  with  a  meeting 
in  Canberra  (Australia)  and  attended  by 
ministers  from  12  Asia  Pacific  countries 
has  come  a  long  way.  APEC's  xmique  char- 
acteristics can  be  understood  and  appreci- 
ated against  the  background  of  the  re- 
gion's diversity  and  the  various  attempts 
at  promoting  regionalism  and  regional  eco- 
nomic co-operation  over  some  25  years 
prior  to  that  historic  meeting  in  Canberra 
(Soesastro,  1994a,  1994b).  As  a  process  of 
co-operation  'and  as  a  forum  for  consulta- 
tions APEC  definitely  has  undergone  a 
significant  evolution.  APEC's  evolution 
has  been  influenced  by  three  major  devel- 
opments, namely:  (1)  expansion  of  member- 
ship; (2)  gradual  institutionalization;  and, 
(3)  widening  and  deepening  of  the  co-opera- 
tion agenda. 

APEC  essentially  remains  a  non-binding 
co-operative  arrangement.  Having  existed 
for  ten  years  now,  has  APEC  become  an 
effective  forum  for  regional  co-operation? 
Will  APEC  eventually  evolve  into  a  bind- 
ing agreement?  The  history  of  APEC  has 
seen  various  attempts  at  different  points 
in  time  and  by  different  members  of  the 
process  to  transform  it  into  an  arrangement 
based  on  a  binding  commitment.  Why 
have  these  attempts  failed?  Yet  it  needs  to 


be  noted  that,  as  argued  by  some  APEC 
leaders,  even  in  the  absence  of  a  binding 
commitment  the  process  can  move  ahead 
because  of  the  leaders'  "political  commit- 
ment". Will  this  modality  of  commitment 
shape  the  APEC  process  and  the  APEC 
agenda,  or  will  it  have  to  be  adjusted  in 
order  for  the  process  to  achieve  specific 
goals? 

This  paper  will  address  these  basic 
questions  by  examining  the  process  and 
progress  in  three  main  areas  of  APEC  co- 
operation, namely  investment  facilitation, 
trade  liberalization,  and  economic  and  tech- 
nical co-operation.  The  progress  to  date  is 
rather  mixed.  Yet  on  the  whole  the  pro- 
cess has  not  stalled.  APEC  will  continue 
to  evolve. 

A  Review  of  APEC's  Evolution 

Past  developments  on  those  three  fronts 
that  have  influenced  APEC's  evolution 
could  be  briefly  reviewed  as  follows.  First, 
the  expansion  of  APEC  membership.  The 
process  began  in  1989  with  the  involve- 
ment of  12  member  economies,  namely  the 
six  ASEAN  countries  (Brunei  Darussalam, 
Indonesia,  Malaysia,  the  Philippines,  Singa- 
pore, and  Thailand),  South  Korea,  and  the 
five  Pacific  OECD  countries  (Australia,  Ca- 
nada, Japan,  New  Zealand,  and  the  United 
States).  From  the  onset,  the  composition 
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of  APEC's  membership  is  seen  as  a  novel 
arrangement  as  it  has  brought  together  de- 
veloping, newly  industrializing,  and  ad- 
vanced industrial  economies  into  a  pro- 
cess of  regional  consultation  and  co-opera- 
tion. It  is  believed  that  APEC's  success 
could  offer  a  useful  model  for  global  eco- 
nomic co-operation  that  is  distinct  from 
the  North-South  Dialogue,  as  attempted 
more  than  two  decades  ago,  which  placed 
developing  countries  and  industrialized 
countries  at  the  opposite  ends  in  a  ne- 
gotiation process  towards  a  New  Interna- 
tional Economic  Order. 

The  APEC  process  was  further  streng- 
thened with  the  successful  incorporation 
in  1991  of  China,  Hong  Kong,  and  Taiwan 
(admitted  as  Chinese  Taipei,  a  formula 
first  adopted  by  the  Asian  Development 
Bank).  The  involvement  of  these  three 
economies  is.  important  for  a  number  of 
reasons.  First,  all  three  are  important  re- 
gional economies  and  therefore,  an  APEC 
without  their  participation  would  be  less 
meaningful.  Second,  and  perhaps  most 
importantly,  APEC  provides  a  non-threaten- 
ing vehicle  for  China  to  be  engaged  in 
the  region.  Its  strategic  importance  to  the 
region  is  obvious  as  the  region's  future 
depends  to  a  large  extent  on  how  suc- 
cessful it  can  engage  China  to  become  a 
stakeholder  in  the  region's  peace  and 
prosperity.  Third,  APEC  offers  an  addi- 
tional channel  of  communication  between 
China  and  Chinese  Taipei. 

In  1993,  Mexico  and  PNG  were  ad- 
mitted, and  in  1994  Chile  became  the 
18th  member  of  APEC.  The  involvement 
of  these  three  developing  economies  fur- 
ther enriches  the  process.  PNG's  involve- 


ment is  important  to .  inject  into  the  pro- 
cess greater  sensitivities  about  and  atten- 
tion to  the  developmental  needs  and  chal- 
lenges of  the  South  Pacific  nations.  Mexico 
and  Chile,  together  with  the  US  and  Ca- 
nada, can  play  a  role  in  the  strengthen- 
ing of  trans-Pacific  linkages.  The  strategic 
importance  of  bringing  in  Mexico  and 
Chile  into  APEC  relates  to  the  moves  at 
that  time  in  both  North  America  (the  US 
in  particular)  and  the  Western  Hemisphere 
(in  such  Latin  American  countries  as  Ar- 
gentina and  Brazil)  to  form  discriminatory 
trading  blocs,  either  through  a  gradual 
extension  of  NAFTA  (North  American  Free 
Trade  Area),  the  expansion  of  Mercosur, 
or  a  separately  negotiated  regional  ar- 
rangement based  on  the  Enterprise  of  the 
Americas  Initiative  or  the  concept  of  a 
Free  Trade  Area  of  the  Americas  (FTAA). 
Through  their  involvement  in  APEC  these 
four  countries  from  the  "other"  side  of 
the  Pacific  could  transfer  the  concept  of 
"open  regionalism"  to  North  America  and 
Latin  America.  This  could  help  them  deal 
more  effectively  with  forces  in  that  part 
of  the  region  that  are  strongly  promoting 
the  creation  of  discriminatory  regional  ar- 
rangements. This  could  in  turn  strengthen 
their  commitment  to  maintaining  an  open 
global,  multilateral  trading  system. 

In  1997,  following  a  decision  to  end 
the  moratorixun  on  the  expansion  of  mem- 
bers, the  APEC  Ministerial  Meeting  in 
Vancouver  (Canada)  agreed  to  bring  in 
three  new  members,  namely  Vietnam,  Peru 
and  Russia.  The  membership  of  Vietnam 
and  Peru  is  only  a  matter  of  time  as  they 
have  shown  a  great  interest  in  APEC  for 
some  time. and  have  actively  participated 
in  the  non-governmental,  tripartite  PECC 
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(Pacific  Economic  Co-operation  Council) 
process.  Russia  too  is  a  member  of  PECC, 
but  it  has  not  been  an  active  participant. 
It  is  also  likely  that  Russia  will  not  be 
able  to  take  an  active  part  in  APEC  for 
some  years  to  come.  Her  economic  inter- 
actions with  region  remain  minimal  and 
she  is  faced  with  grave  internal  economic 
and  political  problems.  The  incorporation 
of  Russia  at  this  stage  appears  to  have 
been  driven  primarily  by  political  con- 
siderations, namely  to  guarantee  a  place 
for  Russia  to  be  engaged  in  the  region 
whenever  she  feels  ready,  because  she  is 
a  major  power  with  a  large  territory  in 
the  region. 

If  the  success  of  an  organization  can 
be  indicated  by  the  large  number  of  ap- 
plicants for  membership,  APEC  must  be 
considered  successful,  particularly  in  its 
relatively  short  history.  APEC  has  received 
many  applications,  including  from  coun- 
tries outside  the  region.  However,  none 
will  be  considered  for  some  time  to  come 
since  APEC  has  again  instituted  a  mora- 
torium of  membership.  Indeed,  having  21 
members  of  such  diverse  historical  ex- 
periences, levels  of  economic  development 
and  cultural  backgrounds,  the  organization 
needs  time  to  consolidate. 

The  second  development  relates  to  the 
institutionalization  of  the  process.  APEC 
was  designed  with  a  minimal  institutional 
setting.  This  is  because  APEC  is  not  meant 
to  become  a  supra-national  institution  like 
the  European  Union  with  its  large  num- 
ber of  "Eurocrats"  residing  in  Brussels. 
There  was  also  great  resistance  on  the 
part  of  many  members  to  institutionalize 
the  process  too  rapidly.  Yet,  over  the  past 
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ten  years  there  has  been  a  significant  in- 
stitutionalization of  the  process.  In  1992, 
APEC  governments  agreed  to  establish 
a  small  permanent  Secretariat  located  in 
Singapore.  The  Secretariat  has  expanded 
only  slowly  and  continues  to  function 
mainly  as  a  clearing  house. 

APEC's  institutionalization  has  been 
undertaken  in  a  pragmatic  fashion.  Institu- 
tions are  created  in  support  of  the  agenda. 
The  process  began  as  a  series  of  Minis- 
terial Meetings.  The  first  meeting  in  Can- 
berra agreed  to  have  follow-up  meetings 
and  that  the  host  of  the  meeting  will  al- 
ternate between  an  ASEAN  member  and 
a  non-ASEAN  member.  The  aimual  minis- 
terial meetings  have  since  taken  place  in 
Singapore,  Seoul  (Korea),  Bangkok  (Thai- 
land), Seattle  (USA),  Jakarta  (Indonesia), 
Osaka  (Japan),  Manila  (Philippines),  Van- 
couver (Canada),  and  Kuala  Lumpur  (Ma- 
laysia). New  Zealand  is  the  host  in  1999, 
and  Brunei  Darussalam  will  be  the  one 
in  the  year  2000.  In  preparation  for  the  an- 
nual Ministerial  Meetings  three  to  four 
Senior  Officials  Meetings  (SOMs)  take  place. 
Some  regularity  has  developed  and  this 
process  has  thus  been  institutionalized. 

Initially,  the  Ministerial  Meeting  was 
the  main  forum  for  formulating  the  direc- 
tion of  APEC's  development.  Since  1993  in 
which  a  meeting  of  heads  of  governments 
was  held  for  the  first  time  in  Seattle, 
the  so-called  APEC  Economic  Leaders 
Meeting  (AELM),  often  referred  to  as  the 
APEC  Summit,  has  taken  over  the  task  of 
directing  APEC's  developments.  The  ra- 
tionale for  having  the  Summit  is  that 
leaders  can  be  more  bold  than  ministers 
and  thus,  their  direct  involvement  can 


APEC  AFTER  10  YEARS 


149 


help  accelerate  the  APEC  process.  In- 
deed, it  was  the  Leaders  meeting  that 
produced  the  APEC  Vision  Staternent  in 
1993  and  the  APEC  Bogor  Declaration  of 
Common  Resolve  in  1994  which  set  the 
goal  of  free  and  open  trade  and  invest- 
ment in  the  region  by  no  later  than  the 
year  2020.  Most  leaders  are  assisted  by  a 
special  assistant.  In  formulating  and  de- 
veloping the  APEC  Vision  and  the  Bogor 
Declaration  the  APEC  Leaders  were  also 
assisted  by  the  Eminent  Persons  Group 
(EPG)  and  the  Pacific  Business  Forum 
(PBF).  Since  1996,  the  APEC  Leaders  re- 
ceive direct  inputs  from  the  APEC  Bu- 
siness Advisory  Council  (ABAC). 

It  is  important  to  recognize  that  the 
prevailing  APEC  institutional  structure 
implies  that  the  leadership  in  APEC  is 
provided  by  the  host  governments  that 
alternate  annually.  Individual  governments 
have  their  particular  interest  that  they 
want  to  promote  in  and  through  APEC, 
but  it  is  the  host  government  that  usual- 
ly sets  the  tune  and  has  a  major  influ- 
ence on  the  agenda  of  APEC  in  a  particu- 
lar year.  It  is  expected  that  these  govern- 
ments will  continue  to  promote  the  ac- 
tivities that  they  had  initiated  when  they 
were  in  the  APEC  chair.  As  such,  leader- 
ship in  APEC  becomes  in  essence  an 
"issue-specific  leadership".  This  is  per- 
haps an  important  feature  of  the  APEC 
process. 

To  implement  the  Leaders  agreements, 
APEC  Ministers  rely  on  the  SOM.  In  turn, 
the  SOM  is  supported  by  a  number  of 
committees,  including  the  Committee  of 
Trade  and  Investment  (CTI)  and  the  Eco- 
nomic Committee  (EC),  and  a  Special  Com- 


mittee of  the  SOM  for  Ecotech  (Economic 
and  Technical  Co-operation).  In  addition 
to  the  annual  Ministerial  Meetings  that 
are  attended  by  foreign  ministers  and  eco- 
nomic ministers,  since  1994  there  have 
been  a  series  of  meetings  of  APEC  fin- 
ance ministers,  transportation  ministers, 
ministers  in  charge  of  the  environment 
and  many  others.  APEC  also  has  many 
other  "lower  level"  activities  that  are  un- 
dertaken through  its  many  work  projects, 
each  led  by  one  shepherd  or  more.  Some 
of  the  working  groups'  recommendation 
may  be  taken  up  to  the  "higher  level" 
of  the  organizational  hierarchy  if  it  can 
filter  up  to  the  Committees  and  the  SOM. 
But  there  is  the  feeling  that  even  if  these 
activities  remain  at  the  lower  level,  they 
may  contribute  to  promoting  "the  habit  of 
co-operation",  initially  perhaps  confined 
mainly  to  the  officialdom  but  hopefully 
they  will  progressively  involve  wider 
groups  in  the  society,  including  the  bu- 
siness, academics  and  other  private  sector 
groups. 

The  involvement  of  wider  groups  in 
the  society  is  important  because  after  all 
APEC  is  first  and  foremost  about  "com- 
munity building".  It  is  aimed  at  the  de- 
velopment and  nurturing  of  a  community 
of  nations  that  are  sharing  in  the  bene- 
fits of  a  prosperous  and  dynamic  region, 
as  well  as  sharing  in  the  burdens  of 
maintaining  regional  peace  and  security. 
In  this  sense,  APEC  can  be  seen  as  the 
first  and  most  important  regional  struc- 
ture towards  the  creation  of  an  Asia  Pa- 
cific regional  architecture  for  peace,  sta- 
bility and  prosperity.  The  other  import- 
ant regional  structure  is  the  ARF  (ASEAN 
Regional  Forum)  for  political-security  dia- 
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logue  and  confidence  building.  Compared 
to  APEC,  the  ARF  is  even  more  loose  and 
less  institutionalized. 

The  third  development  that  has  influ- 
enced the  evolution  of  APEC  is  the  ever- 
present  tensions  between  widening  and 
deepening  of  the  APEC  agenda.  The  inaug- 
ural Ministerial  Meeting  in  1989  agreed 
on  the  basic  principles  of  APEC.  First, 
APEC's  objective  is  to  sustain  growth  and 
development  in  the  region  and  to  con- 
tribute to  growth  of  the  world  economy. 
Second,  APEC  should  seek  to  strengthen 
an  open  multilateral  trading  system  and 
should  not  be  directed  towards  the  forma- 
tion of  a  regional  trading  bloc.  Third, 
APEC  should  focus  on  economic  issues 
to  advance  common  interests  and  foster 
constructive  interdependence  by  encour- 
aging the  flow  of  goods,  services,  capital 
and  technology. 

The  following  year's  meeting  in  Singa- 
pore established  seven  work  projects. 
These  were  meant  to  develop  the  habit  of 
co-operation  and  to  demonstrate  the  be- 
nefits of  economic  co-operation  through 
such  activities  as  improving  regional  data 
on  the  flow  of  goods,  services  and  invest- 
ment, enhancing  technology  transfer  and 
human  resources  development,  promoting 
co-operation  in  energy,  and  in  marine  re- 
sources, as  well  as  in  telecommunication. 
Subsequently  three  other  work  projects 
were  added:  transportation,  tourism,  and 
fisheries. 

As  stated  above,  the  meeting  in  Seattle 
in  1993  elevated  the  process  of  co-opera- 
tion to  the  highest  level  of  government. 
The  leaders  who  met  for  the  first  time 
issued  an  Economic  Vision  Statement.  It 


contains  an  affirmation  of  the  importance 
of  an  open  multilateral  trading  system, 
a  vision  of  a  community  of  Asia  Pacific 
economies,  and  a  list  of  initiatives  in- 
cluding, among  other  things,  the  con- 
vening -of  meeting  of  APEC  finance  min- 
isters and  the  development  of  a  non-bind- 
ing code  of  principles  covering  invest- 
ment issues.  In  November  1994,  having 
taken  note  of  the  deliberations  over  the 
period  of  APEC's  first  five  years  of  ex- 
istence, the  APEC  Leaders  identified  three 
main  spheres  of  policy  through  which 
the  APEC  objective  is  to  be  pursued. 
These  spheres  are  referred  to  more  often 
as  the  three  "pillars"  of  APEC,  namely: 
(1)  trade  and  investment  facilitation;  (2) 
trade  and  investment  liberalization;  and, 
(3)  economic  and  technical  co-operation. 
The  APEC  agenda  has  since  been  organ- 
ized along  these  three  pillars,  but  since 
1995  it  has  been  streamlined  into  two 
main  activities,  namely  TILF  (trade  and  in- 
vestment liberalization  and  facilitation)  and 
ECOTECH  (economic  and  technical  co- 
operation). 

Of  the  three  pillars,  APEC  trade  liber- 
alization has  received  the  greatest  atten- 
tion. This  is  so  partly  because  trade  lib- 
eralization is  politically  the  most  inter- 
esting agenda  item  in  the  eyes  of  the 
wider  public.  Media  attention  has  also  fo- 
cused mostly  on  this  activity.  APEC  it- 
self has  also  been  preoccupied  with  it. 
First,  because  it  recognizes  that  the  re- 
gion cannot  rely  on  available  models  of 
trade  liberalization  and  need  to  develop 
its  own  modality.  Second,  impediments  to 
trade  are  relatively  still  high  in  a  number 
of  regional  economies.  Third,  through  a  re- 
gional trade  liberalization  initiative  APEC 
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can  provide  leadership  in  strengthening 
the  multilateral  trading  system. 

APEC's  initial  agenda  was  focused 
on  trade  and  investment.  The  importance 
of  this  effort  rests  on  the  view  that  trade 
and  investment  relations  in  the  region 
have  increased  rapidly  over  the  past  de- 
cade and  are  being  undertaken  mainly  by 
the  private  sector.  Governments,  through 
APEC,  can  help  facilitate  and  further  in- 
crease those  activities  by  lowering  "trans- 
actions costs'  through  simplifying  and 
harmonizing  procedures  as  well  as  in- 
creasing the  transparency  of  policies  and 
practices.  The  efforts  have  been  sustained 
in  APEC  even  though  attention  has  been 
directed  toward  the  trade  liberalization 
agenda. 

In  Vancouver  in  1997  APEC  Leaders 
agreed  to  give  greater  emphasis  to  eco- 
nomic and  technical  co-operation,  name- 
ly APEC's  third  pillar,  and  recommended 
that  the  meeting  in  Kuala  Lumpur  fur- 
ther strengthens  this  third  pillar.  With 
this,  APEC's  agenda  has  both  widened 
and  deepened,  but  the  agenda  also  tries 
to  create  a  balance  between  TILF  and 
ECOTECH  activities. 

Facilitation:  The  Case  of  the  APEC 
Non-binding  Investment  Principles 
(NBIP) 

In  1994  APEC  produced  the  Non-bind- 
ing Investment  Principles  (NBIP)  as  part 
of  its  TILF  agenda.  Skeptics  have  asked 
the  question  of  what  the  purpose  of 
having  an  agreement  which  is  not  legally 
binding  is  {The  Asian  Wall  Street  Journal, 
9  November  1994).  In  fact,  the  NBIP  was 


adopted  after  a  compromise  was  reached 
at  the  eleventh  hour.  Representatives  of 
the  US  government  made  it  known  in 
the  CTI  and  the  SOM  prior  to  the  Min- 
isterial Meeting  in  Jakarta  in  November 
1994  that  the  document  did  not  go  far 
enough.  Yet,  it  was  finally  accepted  by 
the  ministers  with  the  understanding  that 
the  NBIP  should  be  seen  as  an  evolu- 
tionary document. 

It  has  been  realized  early  in  the  de- 
velopment of  the  proposal  for  an  Asia- 
Pacific  investment  code  that  a  legally 
binding  code  would  not  be  acceptable,  at 
least  initially,  to  many  APEC  members, 
including  the  ASEAN  economies.  Chia 
(1994)  has  pointed  out  that  in  view  of 
the  diversity  of  APEC  members,  for  a  re- 
gional investment  code  to  gain  accept- 
ability it  should  seek  to  encourage  in- 
vestment openness  among  APEC  members 
and  not  to  coerce  countries  that  are  not 
yet  ready. 

The  APEC  NBIP  is  indeed  rather  weak. 
It  is  weaker  than  the  one  recommended 
by  the  EPG  that  includes  a  dispute  settle- 
ment mechanism.  In  the  opinion  of  the 
EPG,  the  code  should  begin  as  a  volunt- 
ary instrument,  but  member  economies 
that  adopt  the  code  voluntarily  should 
be  bound  by  its  principles.  But  all  APEC 
members  must  first  agree  on  the  prin- 
ciples it  contains. 

Skeptics  further  believe  that  the  NBIP 
does  not  add  significantly  to  existing 
principles  on  investment  as  outlined  by 
the  OECD  and  the  WTO  (World  Trade  Or- 
ganization). In  addition,  it  is  doubtful  that 
a  nonbinding  code  would  strengthen  the 
observance  of  these  principles.  Accepting 
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the  fact  that  at  that  stage  only  a  non- 
binding  investment  code  was  acceptable, 
Pangestu  (1994)  argued  that  by  having 
to  put  down  on  paper  what  can  be  uni- 
versally accepted  principles  governing  in- 
vestment, participants  will  begin  to  think 
about  their  rights  and  obligations  not 
just  from  their  own  narrow  perspectives 
but  also  to  consider  the  full  consequences 
of  their  actions  and  policies  international- 
ly. The  process  itself,  she  argued,  is  im- 
portant as  a  confidence-building  meas- 
ure, and  speculated  that  unilateral  liber- 
alization actions  could  well  lead  to  the 
agreed  upon  principles  faster  than  would 
any  binding  code. 

This  conclusion  has  to  be  understood 
in  light  of  the  great  resistance  that  exist- 
ed within  APEC  initially  to  having  an 
investment  code  for  the  region.  The  idea 
was  introduced  to  APEC  through  the 
so-called  "second  track".  The  systematic 
discussions  and  efforts  undertaken  by 
PECC  on  this  issue  enabled  it  to  be 
brought  into  the  APEC  agenda.  The  pro- 
posal was  first  articulated  by  Guisinger 
(1991)  and  came  to  the  attention  of  PECC 
at  its  eight  general  meeting  in  Singa- 
pore in  May  1991.  In  August  1991,  the 
Trade  Policy  Forum  (TPF)  of  PECC  ini- 
tiated research  on  the  idea  of  a  regional 
investment  code.  The  first  PECC  invest- 
ment workshop  was  held  in  May  1992 
in  Seattle,  followed  by  another  in  Batam 
(Indonesia)  in  July  1992.  The  following 
general  meeting  of  PECC  in  San  Fran- 
cisco in  August  1992  endorsed  the  idea 
of  further  studying  the  feasibility  of  an 
Asia-Pacific  investment  agreement.  Sub- 
sequently the  TPF  established  an  Invest- 
ment Study  Group  consisting  of  business 
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and  academic  representatives  and  some 
government  officials  (in  private  capacity). 

The  Investment  Study  Group  met  in 
Jakarta  in  April  1993  and  drew  up  an 
initial  draft  of  an  Asia-Pacific  investment 
code,  and  a  second  draft  was  reviewed 
at  the  meeting  of  the  TPF  in  Puerto  Val- 
larta  (Mexico)  in  June  1993.  This  led  to 
the  third  and  final  draft,  which  was  in- 
troduced into  the  APEC  process  through 
presentations  made  before  an  APEC  work- 
ing group  during  the  APEC  SOM  in 
Seattle  in  June  1993.  The  draft  was  also 
brought  to  the  attention  of  the  EPG  that 
included  in  its  recommendation  the  need 
for  APEC  to  adopt  an  Asia-Pacific  Invest- 
ment Code  to  reduce  the  uncertainties  and 
transactions  costs  of  trade  and  investment 
in  the  region  (see  APEC  EPG,  1993). 

The  EPG  did  not  seek  to  draft  a  code 
but  suggested  that  the  PECC  draft  could 
be  used  by  APEC  as  a  basis  for  formu- 
lating one.  At  the  Seattle  Ministerial  Meet- 
ing an  agreement  was  reached  to  make 
foreign  direct  investment  policy  a  prior- 
ity for  the  newly  created  CTI.  Indeed,  the 
Seattle  Vision  Statement  urged  APEC  to 
develop  a  non-binding  Asia  Pacific  in- 
vestment code.  The  APEC  CTI,  in  pro- 
ducing the  NBIP,  made  liberal  use  of  the 
PECC  draft  code.  The  draft  code  (PECC, 
1993)  emphasized  the  central  principles 
of  transparency,  non-discrimination,  and 
national  treatment,  and  contained  seven 
sections,  namely:  (1)  guiding  principles; 
(2)  responsibilities  of  signatories;  (3)  re- 
sponsibilities of  investor;  (4)  dispute  re- 
solution; (5)  extensions;  (6)  relation  to  other 
agreements  and  institutions;  and,  (7)  par- 
ticipation. 
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The  PECC  draft  code  was  based  on  a 
number  of  ideas  and  principles,  First,  an 
investment  agreement  should  encourage 
a  more  harmonized  approach  to  invest- 
ment on  a  voluntary  basis.  It  should  not 
seek  uniformity  but  should  encourage 
greater  transparency  and  more  consist- 
ency. Furthermore,  an  investment  code 
should  not  demand  any  immediate  policy 
changes  or  require  legal  compliance  with 
externally  imposed  rules.  As  noted  by 
Bora  (1994),  the  rules  are  not  designed 
to  punish,  handicap  or  restrict  activities, 
but  are  designed  to  ensure  an  open  co- 
operative investment  regime. 

Second,  the  PECC  draft  code  was  de- 
signed so  that  members  would  adhere 
progressively  more  closely  to  the  guide- 
lines. It  should  require  neither  negoti- 
ations nor  any  regional  mechanism  to 
"enforce"  such  a  voluntary  code.  The 
code  should  be  self-reinforcing  in  the 
sense  that  scarce  investment  funds  are 
more  likely  to  flow  to  those  who  sign  and 
adhere,  voluntarily,  to  its  basic  guiding 
principles.  In  this  way  the  code  would 
encourage  progressive  liberalization  of 
investment  rules  and  policies. 

Third,  the  code  was  designed  to  pro- 
mote most-favored-nation  (MFN)  treatment, 
consistent  with  the  objective  of  "open 
regionalism",  which  is  APEC's  basic  tenet. 
Fourth,  the  code  was  designed  so  that  it 
would  be  capable  of  responding  to  the 
continuing  evolution  of  the  region  and 
of  the  nature  of  international  investment 
itself  In  other  words,  it  had  to  be  con- 
sistent with  the  evolutionary  principle  of 
Asia  Pacific  economic  co-operation,  and 
thus,  of  APEC  as  well  (Bora,  1994). 


In  addition  to  issues  of  feasibility, 
there  was  also  a  question  of  desirability. 
In  view  of  the  explosion  of  foreign  direct 
investments  in  the  APEC  region  since 
the  mid-1980s,  it  was  not  immediately 
clear  why  the  region  would  need  to  col- 
lectively agree  on  having  a  set  of  rules 
on  investment.  An  argument  for  such 
rules  is  that  considerable  differences  in 
investment  policies  still  exist  in  the  re- 
gion although  they  have  been  signific- 
antly liberalized.  This  is  seen  as  a  source 
of  conflict.  Moreover,  many  couiitries  in 
the  region  have  already  entered  into  bi- 
lateral investment  agreements,  and  invest- 
ment in  the  region  cannot  flow  smoothly 
in  a  complex  web  of  bilateral  agreements 
that  cannot  ensure  uniformity  of  treat- 
ment. In  addition,  believing  that  they 
have  no  leverage  vis-a-vis  the  capital  ex- 
porters, developing  countries  continue  to 
resist  bilateral  investment  agreements  for 
fear  that  such  agreements  tend  to  favor 
capital  exporters  over  capital  importers. 

The  APEC  NBIP  incorporates  twelve 
principles,  including  the  four  main  ele- 
ments of  restrictions  or  discriminations 
against  foreign  investors,  namely:  right 
of  establishment,  national  treatment,  MFN 
treatment,  and  transfers.  The  removal  of 
barriers  and  discrimination  in  these  four 
areas  could  provide  the  standard  for  com- 
pletely free  movement  of  investment  cap- 
ital (Lloyd,  1994).  The  NBDP  contains  all 
important  elements  affecting  the  movement 
of  investment  capital  except  for  a  dispute 
settlement  mechanism.  It  is  logical  that 
this  non-binding  code  does  not  have  its 
own  mechanism  for  dispute  settlement. 
Instead,  the  NBIP  proposes  that  disputes 
be  settled  through  procedures  for  arbitra- 
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tion  in  accordance  with  members'  interna- 
tional commitments  or  through  other  ar- 
bitration procedures  acceptable  to  both 
parties. 

As  it  stands  now,  the  NBIP  is  a  use- 
ful document  primarily  in  the  sense  that 
it  could  help  improve  investment  rules 
and  policies  in  the  APEC  member  eco- 
nomies. Its  non-binding  nature  does  not 
threaten  members.  It  is  important,  how- 
ever, that  APEC  undertakes  regular  re- 
views of  members'  investment  policies 
and  to  extend  the  scope  of  the  NBIP. 
This  is  now  being  undertaken  by  APEC 
under  the  regular  review  and  improve- 
ment of  members  lAPs  (individual  action 
plans)  within  the  framework  of  the  Ma- 
nila Action  Plan  for  APEC  (MAP A)  that 
was  formulated  in  1996.  The  improvement 
of  the  NBIP  could  be  undertaken  as  an 
initiative  under  the  CAPs  (collective  ac- 
tion plans),  which  is  also  an  integral  part 
of  MAPA. 

In  what  direction  and  how  should  the 
NBIP  develop  in  the  future?  There  are 
three  options.  The  first  is  for  APEC  to 
design  procedures  and  programs  to 
strengthen  and  expand  the  scope  of  the 
investment  principles,  supported  by  a  re- 
view process  of  members'  investment  lib- 
eralization. This  is  in  line  with  the  MAPA 
approach.  The  second  option  is  to  trans- 
form the  NBIP  into  a  legally  binding  in- 
vestment agreement.  There  are  several  pos- 
sible ways  to  achieve  this.  One  would  be 
for  members  to  voluntarily  accede  to  the 
investment  code,  in  which  case  the  prin- 
ciples become  binding.  An  alternative  is 
to  make  the  code  mandatory  for  all  APEC 
members,  but  this  should  also  allow  in- 


THE  INDONESIAN  QUARTERLY,  Vol.  XXVII/1999,  No.  2 

dividual  members  to  opt  out  of  specific 
items  of  the  code.  This  possibility  has 
not  been  discussed  in  APEC.  The  third 
possible  direction  is  to  use  the  NBIP  as 
a  platform  for  APEC  members  to  con- 
tribute to  the  development  of  a  multi- 
lateral investment  agreement.  The  OECD 
efforts  for  a  MAI  (Multilateral  Agreement 
oil  Investment)  has  ended  up  in  a  failure 
and  thus  no  such  initiative  is  likely  to 
be  attempted  soon.  This  may  be  taken 
up  in  the  proposed  Millenium  Round  un- 
der WTO  auspices.  APEC  has  not  played 
any  role  in  the  OECD  process  because 
non-OECD  members  have  been  excluded. 
This  is  perhaps  a  reason  for  APEC  to  re- 
view the  NBIP  with  a  view  to  making  it 
more  relevant  to  the  regional  economies. 

Thus  far,  what  has  been  APEC's  pro- 
gress in  the  area  of  investment?  Since 
1993  CTI  has  established  an  Investment 
Expert  Group  (lEG).  The  lEG's  task  now 
is  to  work  on  the  improvement  of  the 
region's  investment  environment  accord- 
ing to  the  NBIP.  The  1995  APEC  Osaka 
Action  Agenda  stated  the  objective  of 
achieving  free  and  open  investment  in 
the  region  by  (a)  liberalizing  the  invest- 
ment regimes  of  member  economies  and 
the  overall  APEC  investment  environment 
by,  inter-alia,  progressively  providing  for 
MFN  treatment  and  national  treatment 
and  ensuring  transparency;  and,  (b)  fa- 
cilitating investment  activities  through, 
inter-alia,  technical  assistance  and  co- 
operation. In  regards  to  this,  each  APEC 
economy  will  progressively  reduce  or 
eliminate  exceptions  and  restrictions  to 
achieve  the  above  objective,  using  as  an 
initial  framework  the  WTO  agreement,  the 
APEC  NBIP,  and  any  other  international 
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agreement  relevant  to  that  economy,  and 
any  commonly  agreed  guidelines  devel- 
oped in  APEC,  and  explore  expansion  of 
APEC's  network  of  bilateral  investment 
agreements. 

The  lEP  helps  APEC  members  through 
information  dissemination,  seminars  and 
training,  policy  dialogues  and  other  tech- 
nical co-operation  programs  under  the 
CAPs.  it  has  also  published  and  from  time 
to  time  updates  the  APEC  Guidebook  on 
Investment  Regimes.  In  1997,  15  APEC  mem- 
bers (excluding  Australia,  PNG,  and  the 
US)  reported  on  the  implementation  of 
their  1996  lAP  commitments  and  made 
some  new  commitments.  China  submitted 
the  most  detailed  report  on  investment, 
followed  by  Hong  Kong  SAR,  Japan,  the 
Philippines,  Singapore,  and  Thailand.  More 
members  reported  on  their  participation  in 
the  CAPs.  An  independent  assessment 
undertaken  by  the  Yamazawa  (1998)  ranks 
members  in  terms  of  the  openness  of 
their  investment  regimes,  along  the  prin- 
ciples contained  in  the  NBIP.  In  1997, 
Hong  Kong-  SAR  ranked  highest,  fol- 
lowed by  Japan,  Singapore,  Canada,  New 
Zealand,  and  the  US.  These  countries  have 
had  an  open  investment  regime,  although 
in  the  case  of  Japan  there  have  been 
complaints  about  the  difficulties  for  for- 
eign investors.  It  would  have  been  more 
relevant  to  assess  the  progress  in  open- 
ing up  of  the  investment  regimes.  In 
other  words,  it  is  not  easy  to  conclude 
about  the  utility  of  this  non-binding  agree- 
ment. 

Perhaps  it  is  the  exercise  in  formulating 
the  principles  and  in  continuously  im- 
proving or  strengthening  those  principles 


that  may  find  the  value  of  the  NBIP.  This 
exercise  familiarises  member  economies 
with  the  issues,  and  as  such  would  help 
them  in  improving  and  strengthening 
their  individual  investment  regimes  in  the 
direction  of  the  principles  contained  in 
the  NBIP.  This  being  the  case,  APEC  mem- 
bers would  greatly  benefit  from  under- 
taking similar  exercises  in  the  future.  One 
which  is  already  on-going  and  which  may 
lead  to  the  formulation  of  another  set  of 
non-binding  principles  is  in  the  area  of 
competition  policy.  Again  here,  PECC  has 
led  the  way  in  formulating  a  set  of  com- 
petition principles  which  have  been  sub- 
mitted for  the  consideration  of  APEC. 

Liberalization:  Concerted  Unilat- 
eralism 

APEC  is  not  a  forum  for  trade  negoti- 
ations like  the  WTO.  Yet,  it  is  neither 
a  trading  arrangement  like  NAFTA  nor 
other  similar  regional  free  trade  agree- 
ments. Concerted  unilateral  liberalization 
is  the  modality  by  which  the  APEC  re- 
gion wants  to  achieve  the  goal  of  free 
and  open  trade  and  investment  in  the 
region  by  a  date  certain,  2010  for  the  de- 
veloped economies  and  2020  for  the  de- 
veloping economies.  This  modality  has 
not  been  applied  anywhere  else.  It  is  a 
novel  approach.  In  a  way  it  is  also  ex- 
perimental. But,  it  is  a  consistent  mani- 
festation of  the  basic  understanding  about 
the  nature  of  regionalism  that  has  emerged 
in  the  region.  It  is  also  consistent  with 
the  realities  of  the  Asia  Pacific  region. 

This  regionalism  is  characterized  by 
market  integration  (rather  than  institu- 
tional integration),  the  involvement  of 
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economies  at  different  stages  of  devel- 
opment (rather  than  among  economies 
with  similar  levels  of  development),  and 
its  outward  orientation  (rather  than  in- 
ward orientation).  All  these  are  incor- 
porated in  the  concept  of  "open  re- 
gionalism". As  clearly  stated  by  Gamaut 
(1996),  open  regionalism  in  the  Asia  Pa- 
cific region  has  a  precise  meaning,  name- 
ly regional  economic  integration  without 
discrimination  against  outsiders.  In  the 
realm  of  APEC  trade  liberalization  this 
implies  extending  the  liberalization  on 
an  unconditional  MFN  basis.  APEC  has 
formally  adopted  the  principle  of  open 
regionalism  in  its  Seoul  Declaration  in 
1991  although  at  that  time  it  did  not 
provide  an  operational  definition  of  the 
concept.  It  is  clear,  however,  that  the 
spirit  of  regionalism  as  embodied  in 
APEC,  which  presents  itself  clearly  at 
the  time  of  its  inception  in  1989,  arises 
out  of  a  deep  concern  over  the  fate  of  the 
global,  multilateral  trading  regime  and 
the  slow  progress  of  multilateral  trade 
negotiations  in  the  Uruguay  Round  of 
the  GATT.  Asia  Pacific  economies  have 
recognized  their  great  stake  in  the  con- 
tinuation of  an  open  trading  system.  In 
light  of  this,  open  regionalism  incor- 
porates notions  of  being  outward-looking, 
trade  liberalizing,  and  GATT  (WTO)  con- 
sistent. 

The  importance  of  keeping  regional- 
ism open  in  the  Asia  Pacific  appears  to 
have  crystallized  in  the  1980s,  but  the 
concept  of  open  regionalism  began  to 
develop  much  earlier.  It  is  not  merely  a 
response  to  perceived  external  (interna- 
tional) developments  but  results  from  an 
in-depth  assessment  of  the  nature  of  in- 


tegration in  the  region.  Open  regionalism 
is  also  seen  as  a  practical  necessity  for 
the  region  in  view  of  the  region's  great 
diversities.  It  needs  to  be  underlined  that 
the  APEC  process  is  not  merely  an  exer- 
cise in  trade  and  investment  liberalization. 
It  is  first  and  foremost  about  community 
building.  In  view  of  the  region's  great 
diversities,  community  building  will  have 
to  be  guided  by  three  important  prin- 
ciples, namely  openness,  equality,  and 
evolution.  Openness  reflects  the  principle 
of  open  regionalism,  which  implies  that 
decisions  should  be  transparent  and  non- 
discriminatory. Equality  implies  that  ac- 
tivities should  be  mutually  beneficial 
to  all  participants.  Evolution  reflects  the 
gradual,  pragmatic  and  sustained  process 
of  voluntary  co-operation  based  on  con- 
sensus building  (PECC,  1995). 

Garnaut  (1996)  thought  that  there  are 
three  reasons  why  the  region  has  avoid- 
ed discrimination.  The  first  reason  is  a 
practical  one.  If  the  region  were  to  under- 
take regional  trade  liberalization  through 
a  conventional,  discriminatory  free  trade 
area  that  is  sanctioned  by  the  WTO,  it 
will  have  to  meet  certain  conditions,  name- 
ly substantial  elimination  of  tariffs  over 
a  reasonable  time  period.  Such  conditions 
would  not  be  attainable  within  the  re- 
gion because  negotiating  them  would 
take  a  long  time  and  would  be  highly 
divisive.  The  second  reason  is  that  the 
trading  interests  of  the  regional  eco- 
nomies extend  beyond  the  APEC  region. 
A  conventional  free  trade  area  would 
introduce  detrimental  tensions  into  trade 
relations  with  the  rest  of  the  world,  and 
deter  internationally-oriented  reform  and 
growth  in  the  regions'  developing  and 
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■transitional  economies.  The  third  reason 
is  that  trade  discrimination  causes  un- 
I  necessary  costs  of  trade  diversion. 

APEC's  trade  liberalization  agenda 
has  evolved  and  taken  shape  as  a  result 
:of  ongoing  discussions  on  the  opera- 
;  tionalization  of  the  concept  of  open  re- 
igionalism.  In  the  course  of  the  discus- 
ision  the  concept  has  been  occasionally 
i  blurred  or  broadened  to  allow  for  some 
(discrimination.  The  recommendations  of 
I  the  EPG,  for  instance,  practically  en- 
I  dorsed  a  negotiated  free  trade  area  and 
•  whose  benefits  would  be  extended  to 
1  non-members  only  on  a  mutually  recip- 
I  rocal  basis.  Despite  the  strong  arguments 
that  this  modified  modality  could  over- 
come the  concerns  about  free-riding,  es- 
pecially by  the  Europeans,  the  original 
meaning  of  open  regionalism  has  survived. 

From  the  outset  it  has  been  envisaged 
that  as  a  consultative  forum  APEC's  con- 
tribution to  trade  liberalization  in  the 
region  is  to  reinforce  and  provide  con- 
tinuous encouragement  to  unilateral  ef- 
forts by  member  economies.  This  is  the 
essence  of  concerted  unilateral  -liberaliz- 
ation. As  with  open  regionalism,  the  con- 
cept of  concerted  unilateral  liberalization 
has  also  evolved  from  deliberations  with 
the  PECC  process.  In  its  Statement  to 
APEC  of  June  1995,  PECC  proposed  the 
following: 

"The  liberalization  and  facilitation  agenda 
of  APEC  be  adopted  and  implemented  by 
coordinated  decisions  of  individual  parti- 
cipants. Individual  APEC  governments  will 
announce  their  own  liberalization  and  fa- 
cilitation programs  voluntarily,  in  accord- 
ance with  the  common  guideline  for  APEC 
co-operation,  which  will  be  adopted  by  con- 
sensus. Individual  members  will  then  im- 


plement them  according  to  their  domestic 
legislative  processes.  Their  unilateral  ef- 
forts will  be  concerted  through  consulta- 
tion within  APEC  and  their  actual  imple- 
mentation will  be  regularly  monitored  and 
reviewed  jointly  so  that  unilateral  efforts 

are  encouraged." 

Furthermore,  it  suggested  that  such  con- 
certed action  would  enhance  the  collect- 
ive capacity  of  APEC  governments  to  pro- 
mote global  liberalization. 

The  modality  of  APEC's  trade  liber- 
alization as  adopted  in  the  meeting  in 
Osaka  in  1995  is  consistent  with  the  vol- 
untary nature  of  the  APEC  process.  It 
places  great  emphasis  on  and  seeks  to 
reinforce  the  process  of  unilateral  lib- 
eralization that  is  driven  by  the  self-inter- 
ests of  its  members.  As  such,  liberaliz- 
ation commitments  by  member  economies 
are  not  seen  or  treated  as  concessions. 
Concerted  unilateral  liberalization  is  also 
consistent  with  Article  1  of  the  GATT 
(WTO)  and  this  modality  of  regional  trade 
liberalization  does  not  need  a  formal  Art- 
icle 24  agreement. 

From  the  outset  it  also  was  clear 
that  APEC  members  would  not  cede  sov- 
ereignty, either  by  accepting  the  juris- 
diction of  some  supra-national  body  or  by 
embodying  their  APEC  commitments  in 
formal  enforceable  agreements  or  treaties. 
The  APEC  trade  liberalization  commitments 
are  not  to  be  binding  in  any  formal  sense 
and  should  be  regarded  as  essentially 
voluntary.  In  Bogor  in  November  1994 
APEC  leaders  made  it  clear  that  despite 
the  voluntary,  non-binding  nature  of  the 
agreement,  the  APEC  Bogor  Declaration 
towards  achieving  free  and  open  trade 
and  investment  in  the  region  was  based 
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on  the  political  commitments  made  by 
the  highest  level  of  governments  in  the 
region. 

The  APEC  modality  provides  a  sense 
of  comfort  to  member  economies  as  it 
allows  them  sufficient  flexibility  in  imple- 
menting their  liberalization  commitments 
that  are  not  based  on  negotiated  schedules. 
Each  member  economy  aimoimces  its  own 
liberalization  programs  voluntarily,  but  in 
accordance  with  the  common  guidelines 
for  APEC  co-operation  that  are  adopted  by 
consensus.  These  unilateral  efforts  are  be- 
ing concerted  through  consultation  with- 
in APEC  and  their  actual  implementation 
will  be  jointly  monitored  and  reviewed.  As 
stipulated  in  the  Osaka  Action  Agenda, 
member  economies  will  submit  lAPs,  cover- 
ing both  trade  liberalization  and  trade  and 
investment  fa6ilitation  measures.  This  is  a 
major  element  of  the  APEC  trade  liberaliz- 
ation agenda.  The  other  element  consists 
of  CAPs.  In  the  realm  of  trade  liberaliz- 
ation this  can  involve  the  adoption  of 
non-discriminatory  sectoral  liberalization 
covering,  for  instance,  sectors  in  which  re- 
gional economies  trade  intensively  with 
each  other.  In  the  Manila  meeting  APEC 
governments  have  agreed  on  an  initiative 
to  liberalize  trade  in  information  techno- 
logies which  led  to  the  adoption  of  an 
Information  technology  Agreement  (ITA) 
at  the  WTO  Ministerial  Meeting  in  Singa- 
pore at  the  end  of  1996.  In  the  meeting  in 
Vancouver  in  1997,  APEC  ministers  identi- 
fied 15  sectors  for  early  voluntary  sectoral 
liberalization  (EVSL),  in  areas  including 
the  automotive  sector,  toys,  environmental 
goods  and  services,  energy,  chemicals,  fer- 
tilizers, fish  and  forestry  products.  As  will 
be  elaborated  on  later,  in  the  process  of 


implementing  this  initiative  it  becomes 
clear  that  it  would  inevitably  lead  to  ne- 
gotiations. In  Kuala  Lumpur  in  November 
1998  it  also  becomes  clear  that  the  imple- 
mentation of  this  initiative  is  no  longer 
based  on  volimtarism.  By  now  it  is  recog- 
nized that  the  EVSL  initiave  has  been  a 
misguided  one  and  should  not  be  pur- 
sued further.  It  goes  against  the  grains 
of  concerted  unilaterism. 

APEC's  rather  "informal"  approach  to 
trade  liberalization  differs  from  that  of  the 
WTO.  The  voluntary,  non-binding  char- 
acter of  APEC  could  have  a  potential  ad- 
vantage in  that  it  enables  countries  to 
risk  offers  that  they  would  not  commit  in 
WTO's  formal  framework.  The  APEC  ap- 
proach relies  on  "peer  pressure"  to  ensure 
members'  adherence  to  their  commitments. 
In  fact,  the  two  approaches  differ  signific- 
antly in  a  number  of  other  dimensions 
(Petri,  1997a).  For  instance,  the  WTO  in- 
volves lengthy,  lumpy  negotiations  that 
would  lead  to  large  agreements.  As  ar- 
gued by  Petri,  APEC's  strategy  of  "re- 
peated game"  aims  for  modest  aimual  pro- 
gress in  the  context  of  broad  long-term 
goals.  Its  potential  advantage  is  that  it 
encourages  participants  to  follow  a  more 
co-operative  approach.  In  a  "single-play 
game"  participants  tend  to  hoard  conces- 
sions until  the  final  agreements  is  immin- 
ent, resulting  in  prolonged  and  frustrating 
negotiations  and  perhaps  even  missed  op- 
portunities. 

APEC  participants  have  not  ceded  any 
powers  of  regulation  or  enforcement  to 
any  supra-national  regional  authority.  Con- 
sequently, there  are  no  APEC  decisions  as 
such.  Decisions  taken  at  APEC  meetings 
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are  decisions  of  APEC  governments.  Since 
co-operation  is  voluntary,  the  attainment 
of  the  APEC  goal  will  depend  on  pol- 
icy decisions  of  individual  governments. 
APEC's  flexible  approach  makes  it  pos- 
sible for  Asia  Pacific  governments  to  set 
their  own  priorities  and  schedule  for  liber- 
alization, allowing  the  process  as  a  whole 
to  make  early  headway.  The  guiding  prin- 
ciples of  the  Osaka  Action  Agenda  are  de- 
signed to  maximize  the  potential  advant- 
ages of  flexible  and  voluntary  co-operation. 
The  nine  guiding  principles  are:  (1)  com- 
prehensiveness; (2)  WTO-consistency;  (3) 
comparability;  (4)  non-discrimination;  (5) 
transparency;  (6)  standstill;  (7)  simultaneous 
start,  continuos  progress,  differentiated 
timetables;  (8)  flexibility;  and  (9)  co-operation. 

It  is  important  for  the  APEC  process  to 
view  the  above  principles  in  the  con-text 
of  Asia  Pacific  regionalism  as  discussed 
above  (Drysdale,  Elek,  Soesastro,  1997). 
The  principle  of  comprehensiveness  com- 
bined with  flexibility  confirms  that  while 
participants  can  determine  the  sequence 
of  their  policy  adjustments,  "sensitive" 
sectors  and  policy  issues  will  not  be  ex.- 
cluded  from  the  agreed  target  dates  for 
free  and  open  trade  and  investment.  The 
principle  of  co-operation  reflects  the  reality 
that  economic  and  technical  co-operation 
to  pool  information,  experience,  expertise 
and  technology  will  be  vital  to  achieving 
region-wide  engagement  in  many  oppor- 
tunities for  facilitating  trade  and  invest- 
ment. In  turn,  they  will  help  strengthen 
the  capacities  in  the  developing  APEC 
members  that  would  enhance  their  abil- 
ities to  meet  the  APEC  goal. 

The  principles  concerning  comparability, 
standstill,  simultaneous  start,  continuous 


process  and  differential  timetables,  and 
flexibility  reflect  political  realities.  While 
the  dismantling  of  impediments  to  eco- 
nomic transactions  among  Asia  Pacific 
economies  is  to  be  comprehensive,  it  is  ex- 
pected that  most  governments  will  leave 
what  they  perceive  to  be  the  most  diffi- 
cult political  decisions  to  the  later  stages 
of  the  transition  to  free  and  open  trade 
and  investment.  At  the  same  time,  for 
APEC  to  be  credible,  it  is  essential  that 
all  participants  begin  and  sustain  steady 
progress  towards  the  agreed  2010/2020 
targets.  Hence  the  principle  of  simultan- 
eous start  and  standstill,  the  latter  en- 
suring that  the  dismantling  of  some  ob- 
stacles to  economic  integration  will  not  be 
accompanied  by  raising  of  others. 

The  principle  of  comparability,  if  view- 
ed positively,  reflects  the  intention  of  each 
APEC  government  to  use  the  evidence 
of  liberalization  and  facilitation  by  other 
APEC  economies  as  additional  argument 
to  counter  vested  interests  against  reforms 
to  increase  competition.  Such  domestic  po- 
litical debates  will  be  easier  to  win  if 
governments  can  point  out  that  all  APEC 
governments  are  taking  political  decisions 
of  comparable  difficulty  in  their  shared 
interest  in  moving  towards  the  APEC  goal. 
On  the  other  hand,  too  much  emphasis 
on  the  "comparability"  of  lAPs  could 
diverts  scarce  time  and  could  become  di- 
visive. At  worst,  discussions  among  re- 
presentatives of  APEC  governments  could 
degenerate  into  GATT-style  negotiations, 
where  actions  which  would  benefit  an  eco- 
nomy come  to  be  regarded  as  costs. 

The  principles  of  transparency,  WTO- 
consistency,  and  non-discrimination  are 
designed  to  maximize  the  benefits  of  co- 
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operation  as  well  as  to  ensure  that  co- 
operative arrangements  among  APEC  eco- 
nomies take  account  of  the  interests  of 
other  economies.  The  principle  of  non- 
discrimination recognizes  that  community 
building  in  the  region  and  the  cohesion 
of  APEC  depends  on  avoiding,  as  far  as 
possible,  creating  new  sources  of  discrim- 
ination among  APEC  economies.  It  should 
be  recognized  that  many  APEC  economies 
belong  to  preferential  sub-regional  trading 
arrangements  (NAFTA,  AFTA,  CER),  and 
that  under  current  legislation  the  US  can- 
not guarantee  unconditional  MFN  treat- 
ment of  trade  with  China.  The  principle 
of  non-discrimination,  as  elaborated  be- 
fore, also  underlines  APEC's  commitment 
to  open  regionalism.  It  confirms  that 
APEC  economies  will  reduce  impediments 
to  trade  and  investment  with  respect  to 
non-participants. 

The  Osaka  Action  Agenda  consists  of 
two  parts.  Part  I  concerns  TILF  programs 
while  part  II  deals  with  ECOTECH.  Part  I 
identified  fifteen  spheres  of  activity  in 
which  commitments  are  sought.  These  are: 
(1)  tariffs;  (2)  non-tariff  measures;  (3)  ser- 
vices; (4)  investment;  (5)  standards  and  con- 
formance; (6)  costums  procedures;  (7)  in- 
tellectual property  rights;  (8)  competition 
policy;  (9)  government  procurement;  (10) 
deregulation;  (11)  rules  of  origin;  (12)  dis- 
pute mediation;  (13)  mobility  of  business 
people;  (14)  Uruguay  Round  implementa- 
tion; and,  (15)  information  gathering  and 
analysis.  For  each  of  these  fifteen  areas 
members  are  to  prepare  lAPs  and  CAPs. 
The  coverage  of  the  Osaka  Action  Agenda 
definitely  is  much  broader  than  is  usual 
in  conventional  trade  liberalization  initiat- 
ive, and  includes  areas  which  are  usually 
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regarded  as  part  of  domestic  policy  rather 
than  international  trade  policy. 

The  Osaka  Action  Agenda  proved  ade- 
quate to  initiate  the  start  of  substantive, 
practical  co-operation  among  member  eco- 
nomies. In  Manila  in  1996  all  members 
submitted  their  lAPs  and  they  have  agreed 
on  a  series  of  CAPs.  The  lAPs  and  CAPs 
were  examined  and  discussed  by  APEC 
officials  throughout  1996  under  the  chair- 
manship of  the  Philippines.  Although 
there  were  no  negotiations,  there  was 
significant  "peer  pressure"  on  all  gov- 
ernments that  encourage  them  to  make 
greater  commitments  in  order  to  boost 
confidence  in  the  capacity  of  the  volun- 
tary process  of  co-operation. 

The  lAPs  and  CAPs  that  were  pre- 
sented in  Manila  were  combined  to  form 
the  Manila  Action  Plan  for  APEC  (MAP A), 
as  referred  to  earlier,  with  the  aim  of  im- 
plementing them  as  early  as  January  1997. 
MAPA  sets  out  the  commitments  of  mem- 
ber economies  in  each  of  the  above  fif- 
teen spheres  of  activity.  It  is  the  first 
comprehensive  statement  of  specific  steps 
to  be  taken  by  member  economies  to 
achieve  the  APEC  goal. 

An  independent  assessment  under- 
taken by  PECC  concluded  that  in  regard 
to  tariff  reductions  most  APEC  member 
economies  are  on  track  for  meeting  the 
Bogor  target  (PECC,  1996).  It  was  pointed 
out  that  most  of  the  progress  reflects 
commitments  made  independently  of  the 
APEC  process,  either  through  Uruguay 
Round  implementation  or  unilateral  pro- 
grams. However,  MAPA  has  also  achieved 
additional  progress  in  terms  of  (a)  de- 
fining Bogor  goals  for  tariff  reduction 
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in  terms  of  specific  targets  for  individual 
economies;  (b)  tariff  reductions  which 
proceed  faster  than  required  by  the  Bo- 
gor  timeframe;  (c)  undertakings  by  some 
economies  that  go  beyond  their  Uruguay 
Round  commitments;  and,  (d)  mobihzing 
support  for  completing  world-wide  negoti- 
ations on  the  ITA.  In  addition,  all  APEC 
members  have  included  commitments  for 
reduction  in  non-tariff  barriers  (NTBs)  in 
their  lAPs.  However,  for  the  most  part 
the  commitments  are  still  expressed  in 
relatively  vague  terms.  This  appears  to 
be  an  area  in  which  the  transparency  of 
the  lAPs  needs  considerable  improve- 
ment. It  needs  to  be  recognized  that  there 
is  a  lack  of  a  universally  accepted  de- 
finition of  NTBs  to  be  included  and  of  an 
agreed  measure  to  evaluate  progress  in. 
their  reduction. 

A  group  of  Japanese  researchers  un- 
der the  leadership  of  Yamazawa  (1997) 
have  also  developed  a  method  to  assess 
the  lAPs.  The  first  assessment  concluded 
that  in  terms  of  tariff  reduction  a  subset 
of  members  appear  to  be  better  prepared 
than  others  to  achieving  the  Bogor  target. 
This  subset  included  Australia,  Brunei, 
Hong  Kong,  Japan,  New  Zealand,  Singa- 
pore and  the  United  States,  and  their  per- 
formance was  assessed  to  be  better  than 
the  APEC  average.  It  noted  that  none  of 
these  members  are  ahead  of  other  mem- 
bers in  all  spheres  of  activity.  For  mem- 
bers that  appear  to  be  ill  prepared,  one 
possible  reason  given  is  the  distant  tar- 
get date  of  2020.  Also,  since  MAPA  is 
the  first  exercise,  some  governments  were 
not  sure  as  to  how  to  prepare  and  present 
their  lAPs.  In  the  area  of  non-tariff  meas- 
ures, seven  members  perform  better  than 


the  APEC  average,  namely  Australia,  Bru- 
nei, Hong  Kong,  Indonesia,  Malaysia,  Mexi- 
co, and  New  Zealand. 

In  the  follow-up  assessirient  by  Yama- 
zawa (1998),  one  conclusion  is  that  there 
has  been  progress  in  the  area  of  tariff 
reductions  in  the  sense  that  many  more 
countries  are  performing  better  than  the 
APEC  average.  Eleven  members  now  be- 
longing to  this  group  are  Australia,  Bru- 
nei, Canada,  Hong  Kong,  Japan,  Korea, 
Malaysia,  New  Zealand,  Singapore,  Chi- 
nese Taipei,  and  the  United  States!  In  the 
area  of  non-tariff  measures  there  is  a 
similar  progress,  namely  that  ten  coun- 
tries now  belonging  to  the  group  of  mem- 
bers that  perform  better  than  the  APEC 
average.  These  are  Australia,  Brunei,  Hong 
Kong,  Indonesia,  Korea,  Malaysia,  Mexico, 
New  Zealand,  Singapore,  and  the  United 
States. 

The  methodology  for  this  assessment 
remains  open  for  much  improvements.  How- 
ever, such  assessment  performs  a  useful 
function  as  it  helps  increase  transparency 
and  provides  officials  with  a  basis  for 
their  further  assessments.  Some  form  of 
"peer  pressure"  could  also  be  performed 
by  such  independent  studies  if  they  are 
made  available  to  a  wider  audience. 

The  role  of  independent  studies  can 
also  play  a  useful  role  in  the  discussion 
on  the  modality  of  APEC  trade  liberaliz- 
ation in  general.  Petri  (1996b)  has  con- 
ducted a  survey  of  various  computable 
general  equilibrium  studies  of  APEC  lib- 
eralization. The  principal  conclusion  of 
these-  studies  are: 

1.  APEC  liberalization  can  yield  large  wel- 
fare benefits:  the  gains  from  extensive 
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liberalization  along  the  lines  of  the  com- 
mitments made  at  Bogor  would  result 
in  global  welfare  gains  that  are  of  the 
same  magnitude  as  those  obtained  for 
the  Uruguay  Round  agreements.  The 
larger  estimates  typically  include  not 
just  the  elimination  of  tariffs  and  non- 
tariff  barriers  but  also  the  liberalization 
of  services  and  investment  as  well  as 
the  reduction  in  transactions  costs  due 
to  trade  and  investment  facilitation. 

2.  All  APEC  members  gain:  the  largest  be- 
nefits are  estimated  to  accrue  to  China 
and  the  ASEAN  countries.  These  bene- 
fits reflect  the  intensive  involvement  of 
China  and  ASEAN  in  regional  trade 
and  the  relatively  high  initial  levels  of 
protection  of  these  economies  that  ,  are 
assumed  to  be  eliminated  in  the  process. 

3.  Open  regionalism  generates  largest 
gains!,  gains  from  liberalization  tend  to 
be  greater  in  the  case  when  barriers 
are  removed  on  an  MFN  basis  against 
all  trade  partners  than  in  the  case 
when  barriers  are  preferentially  lower- 
ed for  APEC  partners  only.  The  larger 
the  group  undertakes  the  initiative,  the 
larger  the  benefit  will  be. 

4.  Rest-of-the  world  is  only  modestly  af- 
fected: the  rest  of  the  world  (ROW)  gen- 
erally gains  from  APEC  liberalization 
when  it  is  conducted  on  an  MFN  basis. 
However,  ROW  gains  are  small  because 
much  of  APEC's  trade  is  intra-regional. 

The  above  discussion  suggests  that 
the  APEC  approach  towards  trade  liber- 
alization has  produced  some  results  and 
promises  to  bring  about  greater  benefits 
to  regional  economies  as  well  as  to  world. 
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The  challenge  for  APEC  is  to  be  able  to 
sustain  this  voluntary,  informal,  and  non- 
binding  process  of  trade  liberalization. 
APEC  must  be  able  to  demonstrate  con- 
clusively that  it  can  deliver  progress  be- 
yond the  scope  of  existing  multilateral 
and  unilateral  commitments.  It  must  show 
that  the  process  can  produce  steady,  per- 
haps even  progressive,  improvements  in 
the  lAPs  and  CAPs.  APEC  also  needs  to 
develop  a  framework  for  monitoring  and 
comparing  progress. 

One  set  of  issues  for  APEC  relate  to  im- 
provement in  the  transparency  of  plans, 
adoption  of  greater  comparability,  and 
taking  of  steps  to  begin  to  formulate  clear- 
ly defined  targets  (e.g.  what  is  free  trade) 
and  timeframes  for  implementation  of  the 
plans.  Some  of  these  targets  may  be  best 
left  vaguely  for  some  time  because  a  pre- 
mature attempt  at  producing  a  consensus 
on  targets  may  lead  to  a  far  from  desir- 
able outcome.  "Constructive  ambiguity"  is 
sometimes  helpful. 

Another  set  of  issues  relates  to  im- 
provement or  modification  of  the  modality 
for  frade  liberalization.  Bergsten  (1997)  has 
argued  that  there  is  no  clear  evidence  that 
APEC  has  had  any  tangible  effects  on 
countries'  liberalization  or  deregulation  ac- 
tions. It  should  be  pointed  out,  however, 
that  Indonesia's  deregulation  and  trade 
liberalization  measures  of  May  1995  and 
June  1996  were  undertaken  with  a  view 
to  implementing  its  APEC  commitments. 
Similarly,  the  Philippines  decision  to  re- 
duce its  tariffs  to  5  percent  across  the 
board  by  a  certain  date  (2004)  was  driven 
by  its  leadership  role  as  the  1996  chair  of 
APEC. 
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Bergsten  proposed  that  APEC  should 
not  rely  solely  on  the  lAPs.  The  TAP  ap- 
proach itself  needs  to  be  modified  in 
the  direction  of  generalizing  the  Bogor 
targets  by  launching  a  major  global  ini- 
tiative to  seek  free  trade  in  the  WTO.  He 
argued  that  this  modification  would  re- 
solve the  issue  of  aeconditional  vs.  uncon- 
ditional MFN'  or  the  "free-rider  problem" 
that  has  been  a  major  concern  particular- 
ly in  the  US  in  relation  to  the  implemen- 
tation of  the  APEC  modality  for  trade  lib- 
eralization. Bergsten  also  suggested  greater 
emphasis  be  given  to  the  sectoral  ap- 
proach along  the  model  of  the  ITA.  As 
stated  above,  the  APEC  decision  in  No- 
vember 1997  to  launch  the  EVSL  initiative 
appears  to  have  been  based  on  the  pre- 
cedent set  in  the  ITA  initiative.  In  imple- 
menting the  EVSL  initiative,  15  broad  sec- 
tors were  identified  for  inclusion.  The 
agreement  was  to  begin  with  the  imple- 
mentation on  1  January  1999  for  nine  pri- 
ority sectors,  which  include  environmental 
goods  and  services;  fish  and  fish  prod- 
ucts; toys,  forest  products;  gems  and  jew- 
elry; chemicals;  energy  sector;  arid  med- 
ical equipment  and  instruments.  Officials 
were  also  charged  with  the  formulation  of 
detailed  proposals  for  TILF  and  ECOTECH 
programs  by  mid-1998  for  these  nine  sectors. 

Agreement  on  such  proposals  was  not 
reached  on  schedule.  Japan  strongly  op- 
posed its  participation  in  two  of  the  nine 
sectors,  namely  fish  and  fish  products 
and  forest  products.  Latin  American  mem- 
bers of  APEC  have  also  not  supported 
this  initiative.  Critics  pointed  to  the  fal- 
lacious framework  for  the  exercise  that  all 
APEC  economies  participating  in  the  EVSL 
initiative  must  undertake  meaningful  lib- 


eralization in  all  of  the  nine  priority  sec- 
tors. This  takes  away  the  "voluntary"  as- 
pect of  the  EVSL.  In  addition,  it  has 
turned  the  exercise  into  a  "package  deal" 
undertaking  in  the  style  of  the  classic 
GATT/WTO  trade  negotiations,  which 
is  contrary  to  the  earlier  understanding 
about  the  nature  of  the  APEC  process. 
This  "nine  or  nothing"  approach  was 
based  on  a  perceived  need  to  achieve  a 
"balance  of  interests"  which  is  very  dif- 
ficult to  get  an  agreement  on.  It  puts  at 
risk  the  entire  Osaka  Action  Agenda  con- 
cept of  concerted  unilateral  liberalization 
and  collective  voluntary  action  (Elek,  1998). 
It  is  hoped  that  APEC  realizes  this. 


Strengthening  Economic  and  Tech- 
nical Co-operation 

Inclusion  of  economic  and  technical  co- 
operation in  the  APEC  agenda  has  been 
a  long  battle  for  its  proponents,  primar- 
ily the  developing  members  of  APEC. 
As  chair  of  APEC  in  1994  Indonesia  made 
it  clear  that  trade  and  investment  facil- 
itation and  liberalization,  the  latter  in 
particular,  must  be  accompanied  by  "de- 
velopment co-operation"  aimed  at  devel- 
oping capacity  in  the  developing  eco- 
nomies to  be  able  to  take  part  in  the 
liberalization  process.  The  principle  of 
APEC's  three  pillars,  facilitation,  liber- 
alization, and  development  co-operation 
has  been  agreed  upon,  with  the  comprom- 
ise made  to  use  the  terms  "economic 
and  technical"  (ECOTECH)  rather  than  de- 
velopment co-operation.  Many  developed 
members  of  APEC  avoided  the  use  of 
the  term  "development"  co-operation  in 
order  to  ensure  that  APEC  should  not  be 
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turned  into  another  forum  for  develop- 
ment aid. 

As  agreed  in  the  Osaka  Action  Agenda, 
the  objective  of  ECOTECH  is  to  enhance 
the  capacity  for  sustainable  growth  and 
equitable  development  in  the  Asia-Pacific 
region,  while  reducing  economic  dispar- 
ities among  APEC  economies  and  im- 
proving economic  and  social  well-being. 
The  guiding  principles  agreed  upon  by 
the  APEC  leaders  are  as  follows: 

1.  In  line  with  APEC's  ftmdamental  prin- 
ciples, joint  co-operative  activities  of 
APEC  economies  will  be  conducted  on 
the  basis  of  mutual  respect,  including 
respect  for  diversity,  mutual  benefit, 
genuine  partnership  and  consensus 
building. 

2.  Consistent  with  the  APEC  model  of 
voluntary  co-operation,  the  autonomy 
of  each  APEC  economy  over  its  pol- 
icies will  be  respected.  Accordingly:  (a) 
each  participant  will  be  encouraged 
to  make  voluntary  contribution  to  de- 
velopment co-operation,  through  APEC 
mechanisms  as  well  as  other  means, 
drawing  on  their  diverse  capabilities 
and  based  on  a  perception  of  mutual 
benefit;  and,  (b)  co-operative  activities 
will  promote  policies  and  objectives 
already  adopted  by  participants,  either 
jointly  by  APEC  governments,  or  in- 
dividually through  their  domestic  pol- 
icy-making processes. 

3.  In  pursuing  co-operation,  APEC  eco- 
nomies will  develop  an  environment 
favorable  to  the  effective  operation  of 
market  mechanisms,  involving  and  in- 
tegrating the  business/private  sector  and 
other  pertinent  institutions  involved 
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in  co-operative  activities.  Accordingly, 
development  co-operation  will:  (a)  be 
consistent  with  market  principles  and 
avoid  duplicating  activities  which  can 
be  implemented  by  the  private  sector 
or  other  institutions;  (b)  improve  the 
efficiency  of  markets,  by  means  which 
include  encouraging  private  sector  sup- 
port of  activities  which  promote  the 
objective  of  development  co-operation; 
and,  (c)  promote  the  efiBcient  allocation 
of  resources,  by  means  which  include  off- 
setting market  failures  and  anticipating 
the  implications  of  increasing  economic 
integration  of  Asia-Pacific  economies. 

Part  II  of  the  Osaka  Action  Agenda 
identified  13  specific  areas  for  economic 
and  technical  co-operation.  These  priority 
areas  are:  (1)  human  resources  development; 
(2)  industrial  science  and  technology;  (3) 
small  and  medium  enterprises;  (4)  eco- 
nomic infrastructure;  (5)  transportation;  (6) 
energy;  (7)  telecommunications  and  informa- 
tion; (8)  tourism;  (9)  trade  and  investment 
data;  (10)  trade  promotion;  (11)  marine  re- 
source conservation;  (12)  fisheries;  and,  (13) 
agricultural  technology. 

In  1996,  with  the  adoption  of  the  De- 
claration on  an  Asia-Pacific  Economic  Co- 
operation Framework  for  Strengthening 
Economic  Co-operation  and  Development, 
ECOTECH  gained  equal  prominence  with 
trade  and  investment  liberalization  and 
facilitadon  within  APEC.  In  their  1997 
Vancouver  Declaration,  Connecting  the 
APEC  Community,  APEC  leaders  called 
on  APEC  ministers  and  officials  "to  give 
all  elements  of  the  Framework  equal  weight 
and  attention,  and  to  be  mindful  of  its 
indivisibility  as  an  integrated  set  of  ob- 
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jectives  requiring  co-ordination  and  com- 
munications across  the  APEC  agenda." 
An  ECOTECH  sub-committee  of  the  APEC 
SOM  was  estabhshed  in  1997.  The  task  of 
this  sub-committee  is  to  review  proposals 
from  various  APEC  working  groups,  set- 
ting priorities  and  promoting  implemen- 
tation, including  by  drawing  on  the  re- 
sources of  the  business  sector  and  exist- 
ing development  agencies.  Well  over  300 
activities  have  been  proposed  by  APEC 
gommittees  and  working  groups  thus  far. 
Most  of  these  activities  involve  the  ex- 
change of  information  and  expertise.  Of 
concern  to  APEC  is  that  the  number  of 
proposals  is  growing  more  rapidly  than 
the  small  number  being  implemented. 

To  further  prioritize  the  ECOTECH 
agenda,  the  Manila  Declaration  identified 
six  priority  areas,  namely:  (1)  develop  hu- 
man capital;  (2)  develop  stable,  safe  and 
efficient  capital  markets;  (3)  strengthen 
economic  infrastructure;  (4)  harness  tech- 
nologies for  the  future;  (5)  safeguard  the 
quality  of  life  through  environmental- 
ly sound  growth;  and,  (6)  develop  and 
strengthen  dynamism  of  small  and  me- 
dium enterprises.  During  1997  "it  became 
evident  that,  despite  the  call  by  leaders 
to  intensify  development  co-operation  in 
the  region,  ECOTECH  among  APEC  eco- 
nomies continues  to  lag  behind  the  pro- 
cess of  trade  and  investment  liberalization 
and  facilitation. 

In  the  1997  meeting  in  Vancouver, 
APEC  placed  the  highest  priority  for 
1998  to  capacity  building  by  developing 
human  capital  and  harnessing  techno- 
logies for  the  future,  "to  enable  all  mem- 
bers of  the  APEC  community  to  benefit 


more  fully  from  trade  liberalization."  The 
1998  chair  of  APEC,  Malaysia,  is  being 
charged  with  the  task  of  developing  con- 
crete initiatives  in  these  areas.  In  the  pro- 
cess of  formulating  plans  of  actions  in 
these  fields,  many  initiatives  and  programs 
have  been  considered,  including  a  "Kuala 
Lumpur  Plan"  for  large-scale  programs  of 
scholarships,  academic  and  technology 
exchanges  (Yusof,  1998).  Yet,  the  1998 
APEC  meeting  failed  to  produce  the  ex- 
pected results.  Perhaps,  the  meeting  was 
too  pre-occupied  with  short-terin  meas- 
ures to  overcome  the  financial  crisis  in 
the  region.  It  might  have  been  affected 
also  by  the  internal  developments  in  Ma- 
laysia itself. 

As  in  the  case  of  the  two  other  "case 
studies"  presented  above,  parallel  activ- 
ities by  independent  groups  have  also 
provided  valuable  input  in  the  area  of 
ECOTECH.  Foremost  has  been  the  role  of 
a  series  of  policy  dialogues  convened  by 
The  Foundation  for  Development  Co- 
operation since  September  1995.  This  activ- 
ity has  made  a  direct  contribution  to  the 
shaping  of  the  Manila  Declaration  (Elek, 
1997).  These  policy  dialogues  have  iden- 
tified four  types  of  economic  and  tech- 
nical co-operation  that  can  help  provide 
an  operational  structure  for  implementing 
co-operation  in  the  different  priority  areas. 
They  are:  (a)  policy  development,  such  as 
the  exchange  of  information  or  expertise 
and  the  design  of  potential  co-operative 
activities;  (b)  technical  co-operation,  such 
as  specific  programs  to  upgrade  expertise, 
institutional  capacity  or  technological  ca- 
pability; (c)  infrastructure-building,  espe- 
cially where  additional  capacity  can  be- 
nefit several  Asia-Pacific  economies;  and. 
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(d)  financial  co-operation  to  help  over- 
come short-term  macro-economic  problems. 

ABAC,  the  APEC  Business  Advisory 
Council,  has  been  given  a  great  deal  of  at- 
tention to  promoting  ECOTECH.  Its  1996 
report  to  APEC  noted  that  effective  imple- 
mentation of  ECOTECH  needs  a  strategic 
focus  but  was  short  of  recommending  a 
plan  of  action  for  APEC.  It  is  1997  report, 
ABAC  confirmed  the  willingness  of  the 
business  sector  to  give  direct  support  to 
APEC's  ECOTECH  agenda.  ABAC  has  de- 
cided to  establish  a  Partnership  for  Equit- 
able Growth  (PEG),  which,  is  to  serve  as  a 
new  framework  to  encourage  business  par- 
ticipation in  ECOTECH  activities,  noting 
that  the  private  sector  can  add  value  by 
undertaking  projects  in  areas  where  nei- 
ther the  market  nor  governments  current- 
ly meet  regional  needs.  It  is  designed 
to  act  as  a  "merchant  bank  of  ideas". 
PEG  is  to  be  a  non-profit  organization, 
with  a  board  of  directors  of  senior  busi- 
ness and  government  leaders,  and  run 
along  private  sector  lines.  Funding  is 
to  be  through  contributions  from  private 
and  government  sources  on  a  voluntary 
basis,  with  the  bulk,  of -initial  funding 
expected  from  the  business  sector.  PEG 
will  seek  to  form  partnerships  and  joint 
ventures  to  fund  and  manage  projects 
which  contribute  to  APEC's  agreed  prior- 
ities for  ECOTECH  and  benefit  at  least 
two  APEC  economies,  in  order  to  reflect 
the  desire  to  build  an  APEC  sense  of  com- 
munity. The  projects  are  to  be  run  along 
private-sector  lines  and  are  expected  to 
be,  or  to  become,  self-financing.  This  novel 
approach  and  active  participation  by  the 
business  sector  will  have  to  prove  them- 
selves as  a  suitable  and  efficient  way  to 
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promote  ECOTECH  in  APEC.  There  is  the 
danger  that  the  APEC  officialdom  may 
view  ABAC'S  PEG  as  a  competitor  rather 
than  a  partner  for  public  sector  activities. 

A  Concluding  Note 

The  above  examination  of  three  "case 
studies"  covering  APEC's  three  pillars  or 
main  agenda  suggests  that  as  a  whole 
APEC's  agenda  has  evolved  towards 
greater  balance  between  the  three  pillars. 
It  is  not  only  in  the  area  of  ECOTECH  that 
approaches  need  to  continue  to  be  work- 
ed out.  Implementation  of  the  ECOTECH 
agenda  involves  continuous  experimenta- 
tion. APEC's  modality  for  trade  liberaliz- 
ation needs  continuous  improvements.  It 
needs  to  be  recognized  that  the  voluntary 
and  flexible  nature  of  the  APEC  modality 
carries  some  risks.  While  simultaneous 
action  is  not  needed  for  liberalizing  tra- 
ditional border  barriers  to  trade  or  invest- 
ment, some  governments  may  be  tempted 
to  slow  the  pace  of  reform  if  others  are 
also  holding  back.  Therefore,  it  is  critical 
for  APEC  to  strengthen  the  process  and 
mechanism  that  promoted  a  continuous 
improvemnts  of  lAPs. 

Mitchell  (1997)  has  summarized  the 
issues  regarding  APEC's  modality  for 
trade  liberalization.  On  the  one  hand,  if 
indeed  unilateral  liberalization  is  in  the 
interests  of  each  member  economy,  re- 
gardless of  the  trade  barriers  used  by 
other  members,  a  system  of  enforcement 
would  not  be  necessary.  On  the  other 
hand,  it  may  well  be  that  multilateral  lib- 
eralization is  more  beneficial  than  unilat- 
eral liberalization,  at  least  for  two  reasons: 
(a)  it  increases  political  support  for  trade 
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liberalization  domestically;  and,  (b)  it 
avoids  the  adverse  terms-of-trade  effects 
from  unilateral  liberalization  by  large  eco- 
nomies. Thus,  it  should  be  in  the  inter- 
est of  countries  to  liberalize  their  own 
trade  only  if  by  doing  so  they  can  se- 
cure trade  liberalization  from  their  trading 
partners.  He  argued  that  it  is  not  im- 
mediately obvious,  however,  how  exactly 
such  an  agreement  ought  to  be  enforced. 
Drawing  on  the  experience  of  the  WTO, 
Mitchell  (1997,  36)  concluded  that  the 
kind  of  peer  pressure  that  develops  in 
APEC  could  be  used  also  to  enforce  bind- 
ing multilateral  agreements.  He  holds  that 
"[F]or  this  to  succeed  it  is  necessary 
to  have  precise  agreements,  and  an  ar- 
bitral body  would  have  to  be  set  up  to 
determine  whether  or  not  violations  have 
occured.  It  does  not  seem  to  be  essential 
that  the  arbiter  can  impose  punishment, 
though  this  may  help." 

APEC  needs  to  devise  mechanisms  that 
could  help  keep  the  momentum  going. 
This  could  take  the  form  of  a  continuous 
review  and  monitoring  process.  This  pro- 
cess must  be  credible.  In  the  process 
APEC  can  be  supported  by  independent 
organizations  or  fora  such  as  PECC.  In 
the  area  of  ECOTECH  many  other  organ- 
izations can  take  part  as  this  activity 
covers  a  broad  range  of  fields.  In  the 
area  of  facilitation  APEC  should  also  be- 
gin to  develop  principles  and  modalities 
that  more  explicitly  rest  on  the  concept 
of  open  regionalism.  This  is  important  be- 
cause it  is  likely  that  as  APEC  deepens 
its  co-operation  agenda  it  may  have  to 
allow  for  different  speeds  in  its  facilita- 
tion efforts.  Facilitation  efforts  produce 
greater  benefits  to  all  with  the  involve- 


ment of  more  economies.  Therefore,  it 
would  make  sense  to  encourage  region- 
wide  involvement  from  the  outset.  How- 
ever, it  can  be  coimterproductive  to  insist 
that  all  APEC  participants  be  involved  in 
every  specific  initiative  for  co-operation. 

This  issue  of  participation  in  APEC 
activities  has  been  with  APEC  for  many 
years  and  began  to  arise  in  relation  to  the 
broader  issue  of  APEC  decision-making 
(Soesastro,  1995).  The  question  is  in  how 
far  the  principle  of  consensus  and  un- 
animity should  be  modified  and  whether 
APEC  should  introduce  a  "21  minus  X" 
principle,  as  has  been  adopted  in  ASEAN. 
Expanding  of  APEC  membership  to  in- 
clude Russia,  for  instance,  may  necessitate 
such  modification.  APEC  has  confronted 
this  issue  in  its  meeting  in  Indonesia  in 
1994  when  it  was  likely  that  the  US  may 
want  to  opt  out  from  acceeding  to  the 
APEC  NBIP.  President  Soeharto  as  chair 
of  the  APEC  Economic  Leaders  Meeting 
(AELM)  proposed  that  decisions  should 
be  reached  on  the  basis  of  a  "broad  con- 
sensus", meaning  that  a  decision  should 
as  much  as  possible  become  a  general 
consent  enabling  countries  that  are  ready 
to  implement  it  to  do  so  immediately  while 
those  that  are  less  prepared  will  follow 
later.  Thailand's  Deputy  Prime  Minister, 
Supachai,  proposed  a  "pragmatic  con- 
sensus", while  Prime  Minister  Goh  Chok 
Tong  of  Singapore  proposed  that  APEC 
should  work  on  the  basis  of  a  'flexible 
consensus",  and  added  that  a  "consensus 
does  not  necessarily  mean  unanimity" 
(Straits  Times,  17  November  1994). 

It  is  imperative  for  APEC  to  devise 
ways  to  ensure  that  co-operative  arrange- 
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ments  involving  some  (not  all)  APEC 
economies  take  careful  account  of  the  in- 
terests of  others  and  promote  the  smooth 
evolution  of  region-wide  arrangements. 
Drysdale,  Elek  and  Soesastro  (1998)  have 
outlined  a  set  of  principles  for  the  design 
of  such  co-operative  arrangements  that 
can  be  described  as  open  clubs.  These  prin- 
ciples are  as  follows: 

APEC  economies  that  are  ready  to  ini- 
tiate and  implement  co-operative  arrange- 
ments to  reduce  impediments  to  economic 
transactions  are  encouraged  to  do  so,  while 
taking  account  of  the  interests  of  other 
economies  as  follows: 

Transparency: 

The  policies  adopted  to  implement  these 
arrangements  should  be  documented  ex- 
plicitly (typically  expressed  in  legislation  or 
regulations  of  these  economies)  and  freely 
available  and  accessible,  through  conveni- 
ent channels  of  communication. 

APEC  economies  should  provide  reason- 
able prior  notice  of  the  nature  and  object- 
ives of  proposed  co-operative  arrangements 
as  well  as  the  policies  by  which  these  are 
to  be  implemented. 

Non-discrimination : 

The  arrangements  should  not  contain  any 
provisions  which  result  in  new  or  addi- 
tional discrimination,  either  against  prod- 
ucts on  the  basis  of  the  location  of  pro- 
duction, or  among  producers  on  the  basis 
of  their  place  of  registration  or  ownership. 

Accession: 

Any  economy  whose  government  accepts 
the  responsibilities  as  well  as  the  bene- 
fits of  following  policies  compatible  with 


any  existing  or  proposed  co-operative  ar- 
rangements among  some  APEC  economies 
should  be  bale  to,  and  encouraged  to,  be- 
come parties  to  these  arrangements. 

Existing  parties  to  these  co-operative  ar- 
rangements should  be  willing  to  share  the 
information,  experience,  expertise  and  tech- 
nology needed  to  enable  others  to  adopt 
the  relevant  policies. 

Review: 

APEC  economies  should  endeavor  to  re- 
spond positively  to  constructive  suggestions 
from  other  economies  for  improving  the 
consistency  or  existing  or  proposed  co- 
operative arrangements  with  APEC's  agreed 
guiding  principles  for  trade  and  invest- 
ment liberalization  and  facilitation. 

As  facilitation  should  go  hand  in  hand 
with  liberalization,  this  modality  of  fa- 
cilitation activities  should  be  adopted  in 
parallel  with  concerted  unilateral  liberaliz- 
ation. The  adoption  of  these  so-called  prin- 
ciples of  open  clubs  could  avoid  the  pro- 
liferation of  arrangements  that  fragment, 
rather  than  integrate,  regional  markets. 

Finally,  there  is  a  question  of  the  fu- 
ture direction  of  APEC's  institutional  evolu- 
tion. The  above  examination  helps  identi- 
fy a  number  of  issues  that  should  be 
examined  by  APEC.  First  is  on  the  role 
of  the  Leaders  Meetings.  As  shown  in 
the  past,  the  APEC  process  can  be  ac- 
celerated by  a  boost  from  the  leaders.  This 
can  be  produced  by  a  summit  meeting. 
But  summit  meetings  that  are  organized 
annually  can  be  detrimental  to  the  pro- 
cess if  they  are  too  preoccupied  with 
producing  "deliverables".  They  can  be  even 
more  damaging  if  they  end  up  producing 
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"announceable  "leaders  track"  in  APEC 
should  not  dominate  the  APEC  agenda 
setting.  APEC  Leaders  Meetings  should 
be  re-engineered,  to  return  to  be  a  free- 
wheeling meeting  without  a  pre-set  agenda 
as  originally  conceived.  Perhaps  the  G-7 
(or  G-8)  is  the  closest  model  for  this.  In 
this  way  the  Leaders  Meetings  function 
as  a  "guiding  spirit"  in  the  APEC  process. 

The  inter-governmental  process,  APEC 
proper,  or  the  so-called  "first  track"  of 
APEC  definitely  needs  to  be  further  insti- 
tutionalized to  be  able  to  meet  the  chal- 
lenges of  developing  new  co-operative  ar- 
rangements that  would  be  result  from  a 
further  widening  and  deepening  of  APEC's 
agenda.  It  is  not  inconceivable  that  this 
may  lead  to  the  development  of  an  OECD- 
type  of  organization  for  the  region. 

The  third  element  in  the  institutional 
evolution  of  APEC  is  the  developments 
of  mechanisms  that  could  accomodate 
a  role  for  "second  track"  activities  (PECC, 
PBEC,  etc.)  as  well  as  the  "third  track" 
(NGOs)  in  APEC's  agenda  setting.  There 
is  as  yet  no  model  for  this. 
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Book  Review 

What  Lessons  Can  Tanzania  Draw 
from  tlie  Indonesian  Experience? 


Macro-Optimism  and  Micro-Skepticism: 
Two  Ditnensions  of  Indonesian  Poverty  Alle- 
viation Politics,  by  Moeljarto  Tjokrowinoto. 
Institute  for  the  Study  of  Languages  and 
Cultures  of  Asia  and  Africa,  Tokyo:  Uni- 
versity of  Foreign  Studies,  1998,  ,119  pp. 
Review  article  by  Raphael  Lengesa  Nombo 
and  Mdungi  Makame  Mdungi. 

IN  developing  countries,  the  problem 
of  poverty  has  been  a  subject  of 
high  concern  among  policy  makers, 
international  donors  and  intermediary  Non- 
Govenunental  Organization  (NGOs)  activists 
for  k  long  time.  It  has  become  an  essen- 
tial characteristic  of  most  new  text  in  the 
field  of  development  management  cum- 
policy  to  adopt  analytical  perspective  on 
the  subject  of  poverty  because  of  its  com- 
plexity and  multidimensional  nature.  For 
example,  it  is  critically  observed  that  pov- 
erty is  caused  by  decisions  made  by  hu- 
man beings  and  this  can  be  ended  by 
making  alternative  decisions.  Hitherto,  to 
be  part  and  parcel  of  the  answer  to  the 
plight  of  poverty  means  letting-go  of  old 
frameworks  and  grappling  with  new  ideas 
and  approaches.  In  this  respect,  Moeljarto 
Tjokrowinoto's  book,  Macro-Optimism  and 
Micro-Skepticism:  Two  Dimensions  of  In- 


donesian Poverty  Alleviation  Politics  re- 
presents a  work  of  some  interest. 

Tjokrowinoto  seems  to  have  qualifica- 
tions necessary  to  deal  with  this  subject. 
He  is  an  experienced  development  econom- 
ist, educationist  as  well  as  practitioner, 
writer  and  researcher  in  the  field  of  devel- 
opment studies.  Judged  by  the  criteria  of 
substance,  perspective  and  presentation, 
Tjokrowinoto's  book  does  appear  to  be  dis- 
tinctive in  a  number  of  important  respects. 
Most  significantly,  and  as  indicated  by  the 
title,  it  seeks  to  discuss  why  and  how  with- 
in a  quarter  century  Indonesia  managed  to 
transform  the  country  from  poverty-ridden, 
stagnant  economy,  into  a  coimtry  with  sus- 
tained economic  growth,  capable  of  alle- 
viating poverty  and  distributing  income 
equally.  As  he  states,  "The  study  focuses 
on  assessing  and  analyzing  the  Indonesian 
development  performance"  (p.  7).  This  is 
the  most  important  thesis  with  relevance 
not  only  confined  to  Indonesia  but  also 
to  other  coimtries  such  as  Tanzania,  which 
is  a  focus  in  this  review. 

Although  some  of  Professor  Tjokrowi- 
noto's views  seem  to  be  a  bit  overtaken 
by  the  current  events,  that  is,  the  on-going 
economic  crisis  affecting  Southeast  Asian 
Countries,  and  especially  so  Indonesia,  the 
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book  was  found  thought-provoking  and 
worth  reading. 

As  a  means  of  fulfilling  this  purpose, 
the  book  is  divided  into  seven  parts.  The 
first  looks  at  the  impact  of  the  legacy  of 
decolonization  process  and  how  "new  na- 
tion-states" is  established  with  more  or  less 
similar  characteristics  such  as  "poverty, 
low  productivity,  poor  health,  low  level  of 
education  and  low  economic  growth"  (p.  1). 
As  a  way  forward,  Tjokrowinoto  stresses 
his  main  challenge  concerning  the  new 
nation-states:  how  to  transform  them  into 
more  valued  states.  This  process  was  to 
be  achieved  by  embarking  on  a  dynamic 
approach  to  development. 

This  theme  is  developed  in  the  next 
part  which  concentrates  on  the  "alternat- 
ive development  paradigm  for  poverty  al- 
leviation" (p.  8).  In  other  words,  attention 
is  drawn  especially  to  cultural  and  time  per- 
spective to  fit  in  the  social  construction 
of  a  particular  new  nation-state.  The  con- 
cept of  adopting  different  development 
paradigms  with  an  indication  upon  their 
strategies  in  alleviating  poverty  and  dis- 
tributing income  is  discussed  at  length. 
Also,  a  description  of  a  theoretical  dis- 
course on  alternative  development  para- 
digm which  could  be  adopted  by  any  coun- 
try as  a  point  of  reference  in  the  develop- 
ment process  within  which  framework, 
poverty  alleviation  policy  could  be  imple- 
mented is  given.  A  carefiil  analysis  of  para- 
digms such  as  growth  paradigm,  social- 
indicator  paradigm,  basic-need  paradigm, 
neo-economic  paradigm,  redistribution- 
with-growth  paradigm,  dependency  para- 
digm, human-centered  paradigm  and  eco- 
development  paradigm  is  highlighted.  How- 
ever, with  exception  to  the  dependency 
model,  the  rest  of  the  paradigms  analyzed 


by  the  author  have  their  respective  posi- 
tions in  the  Guideline  of  State  Policy  or 
Garis-Garis  Besar  Hainan  Negara  (GBHN). 

The  third  part  highlights  the  Indone- 
sian development  paradigm.  It  comprises 
macro-economic  development  strategy,  pov- 
erty alleviation  strategy,  and  investment 
in  human  capital.  Thus,  the  "Development 
Trilogy"  of  the  Indonesian  development 
in  the  last  three  decades  consisted  of  eco- 
nomic growth,  national  stability,  equitable 
distribution  and  poverty  alleviation. 

The  fourth  part  constitutes  the  main 
substantive  overview  of  the  book.  It  sug- 
gests on  how  the  strategy  of  poverty  alle- 
viation in  Indonesia  is  based  on  the  as- 
sumption that  the  precondition  of  pov- 
erty reduction  is  the  sustained  economic 
growth.  Without  economic  growth,  efforts 
to  eradicate  poverty  is  likely  to  be  gloomy. 
For  instance,  the  increase  of  food  produc- 
tion had  favorable  impact  on  poverty,  al- 
though non-primary  sector  growth  had  a 
different  story.  The  author  points  out  that 
pursuit  of  aggregate  GDP  growth  maxim- 
ization as  an  anti-poverty  strategy  without 
consideration  of  the  type  of  growth  pro- 
cess involved  may  necessarily  not  be  ap- 
propriate in  all  sets  of  Less  Developed 
Countries.  The  type  of  poverty  alleviation 
strategy  in  Indonesia  was  of  special  kind. 
For  example,  in  the  first  five  years  develop- 
ment plan  (1969/1970-1973/1974)  launched 
by  the  government  was  geared  towards  re- 
habilitating physical  and  rural  institutional 
infrastructures  which  were  in  shambles. 
The  author  further  points  out  that  in  "the 
1970s,  about  40  per  cent  of  government 
budget  went  to  infrastructures  of  the  eco- 
nomy". The  govenunent  also  budgeted  suf- 
ficient amount  of  funds  in  order  to  im- 
prove the  productivity  of  rural  economy 
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and  to  attain  rice  sufficiency  by  applying 
the  new  bio-chemical  technology  of  the 
green  revolution.  This  was  accomplished 
through  an  agricultural  development  pro- 
gramme called  BIAdAS. 

The  success  on  the  implementation  of 
poverty  alleviation  programmes  in  Indone- 
sia is  partly  attributed  to  the  administrat- 
ive practice  of  broad-based  approach.  Pov- 
erty-related development  policies  are  car- 
ried-Qut  both  by  sectoral  departments  as 
well  as  sub-national  governments,  for  ex- 
ample, the  provincial  or  Dati  I  and  the  sub- 
district  or  Kabupaten  or  Dati  II  govern- 
ments..." (p.  40).  In  Indonesia,  poverty  allevi- 
ation is  not  a  one  man  show.  For  example, 
various  government  departments  like  De- 
partment of  Health,  Department  of  Forestry, 
Department  of  Transmigration  and  many 
other  government-oriented  projects  as  Pro- 
vincial Development  Programmes  and  Fam- 
ily Planning  Co-ordinative  Body  are  serious- 
ly involved  in  poverty-related  programmes. 

Nevertheless,  some  strategic  set  of  pro- 
grammes targeting  on  pro-poor  projects  as 
Mass  Guidance  Programme  (BIMAS),  Pres- 
idential Instruction  (INPRES),  Nucleus  Es- 
tate Scheme  (NES),  Presidential  Instruction 
for  Less  Developed  Villages  (IDT)  and  a 
number  of  Presidential  Decisions/Circulars 
ranging  from  Decision  No.  90/1995  and  No. 
92/1996,  all  are  policy  instruments  in  im- 
plementing policies  on  poverty  alleviation. 

The  fifth  part  of  the  book  represents 
the  rationale  upon  successful  development 
performance  in  Indonesia.  The  author  as- 
serts that  this  success  is  a  combination  of 
many  factors.  According  to  Tjokrowinoto, 
the  success  seems  to  be  attributed,  among 
other  factors,  to  "the  strategy  of  interven- 
tion, past  development  policies  and  the  fa- 
vorable socio-economic  environment"  (p.  60). 


The  sixth  and  final  parts  of  the  book 
looks  to  the  future.  It  highlights  the  need 
for  the  short-listed  number  of  empirical 
evidences  to  be  looked  at  beyond  the  pov- 
erty alleviation  perspective  alone.  The  author 
depicts  out  that  despite  reports  about  Indo- 
nesia's successful  performance  in  achieving 
economic  growth  and  alleviating  poverty, 
as  indicated  by  high  statistical  data  at  the 
macro-level,  still,  there  are  much  to  be  de- 
sired. For  instance,  the  marginalization  and 
displacement  of  the  poor  is  partly  contrib- 
uted by  policy  makers  themselves.  Also,  the 
author  further  discards  over  reliance  on  of- 
ficial statistical  data  which  are  sometimes 
subject  to  biased  information.  Moreover,  he 
challenges  on  the  rationale  upon  the  fu- 
ture research  on  this  subject,  and  further 
cautions  on  tne  importance  of  carefulness. 

In  this  book,  however,  the  aspect  which 
appears  to  be  a  bit  overtaken  by  the  cur- 
rent events,  that  is,  the  economic  crisis,  is  a 
center-piece  of  comparison  to  what  is  imple- 
mented in  lanzania  as  far  as  the  phenom- 
enon of  poverty  alleviation  is  concerned. 
There  arc  several  factors  that  Tanzanian 
could  learn  from  the  Indonesian  experience. 

First,  according  to  Tjokrowinoto,  by  the 
year  1996,  it  was  estimated  that  the  num- 
ber of  poor  people  had  been  highly  reduced 
from  70  million  in  1970s  to  22.6  million  in 
1996.  "The  official  data  disclosed  that  in 
1996  those  living  under  line  of  adequacy 
declined  to  22.6  million  or  11.4  per  cent" 
(p.  87).  However,  the  current  fact  is  that  the 
success  in  lowering  the  number  of  poor 
people  in  the  last  30  years  achieved  by 
Indonesia  is  now  being  threatened  to  dis- 
appear. The  economic  crisis  which  is  still 
in  full-swing,  has  a  large  potential  of 
threatening  tens  of  millions  of  Indonesians 
to  be  again  living  below  the  poverty  line. 
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The  main  trigger  is  the  rocketing  prices 
of  staples,  particularly  food.  This  is  due 
to  the  fact  that  the  food  element  in  the 
poverty  line  figure  calculation  is  highly 
dominant,  approximately  more  than  80  per 
cent.  Consequently,  the  food  price  increase 
has  become  very  sensitive  to  the  changing 
number  of  poor  people.  The  rocketing 
prices  of  various  goods  and  services  are 
now  a  fact.  This  could  also  provide  a  good 
lesson  to  Tanzania.  The  Structural  Adjust- 
ment Programme  (SAP)  policies  has  reflect- 
ed in  the  steadily  declining  purchasing  po- 
wer and  the  adoption  of  cost-sharing  in 
the  social  services.  Crippling  foreign  debts, 
shrinking  domestic  investments  and  worsen- 
ing public  health  have  made  Sub-Saharan 
AMea.  poorer,  and  the  future  looks  bleak 
unless  drastic  measures  are  implemented. 

Second,  irv  the  third  part  of  the  book, 
for  example,  the  author  analyses  the  differ- 
ence between  formal-normative  and  actual 
development  paradigm.  He  argues  that 
"formal -normative"  development  paradigm 
is  one  that  is  stipulated  in  the  formal  do- 
cument, such  as  the  constitution  and  other 
lower  legal  product,  while  actual  develop- 
ment paradigm  is  one  which  is  implement- 
ed in  reality.  This  assertion  is  relevant  and 
thus  concurs  with  article  9  (i)  of  the  consti- 
tution of  the  United  Republic  of  Tanzania 
(1977),  which  stipulates  that  "the  material  re- 
sources of  the  nation  are  so  harnessed  and 
exploited  as  to  accord  priority  to  the  devel- 
opment of  the  people  and  especially,  to  the 
eradication  of  poverty,  ignorance  and  dis- 
ease". During  independence,  the  first  Pres- 
ident and  now  the  father  of  nation,  Mwa- 
limu  Julius  Kambarage  Nyerere,  declared 
war  against  poverty,  disease  and  ignor- 
ance. However,  it  has  been  three  decades 
on,  and  yet,  despite  its  inclusion  in  the 
constitution,  the  war  is  far  from  being  won. 
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Third,  institutional  infrastructure  is  one 
of  the  most  important  precondition  for 
growth,  development  and  poverty  allevi- 
ation. In  1970s,  Indonesia  was  too  fast  to 
realize  it.  "During  the  1970s  about  40  per 
cent  of  government  budget  went  to  infra- 
structure of  the  economy".  It  is  not  a  se- 
cret that  the  condition  of  the  transport  sec- 
tor in  Tanzania  is  so  alarming  reaching  a 
point  that  the  government  is  unable  to  tot- 
ally finance  it.  Recently,  the  World  Bank 
and  some  other  donor  countries  had  to 
come  in  under  the  umbrella  of  the  so  call- 
ed Integrated  Roads  Project  (IRP).  In  Tan- 
zania, many  programmes  designed  to  re- 
duce poverty  have  failed  to  reach  the  poor- 
est communities  due  to  poor  infrastruc- 
tures, geographical  limitations  and  lack  of 
commxmications. 

Fourth,  the  author  points  out  that  the 
success  of  poverty  elimination  programes 
in  Indonesia  is  attributed  to  the  joint  ef- 
forts and  coordination  between  different 
government  departments  from  the  grass- 
roots up  to  the  top  levels.  This  is  shown 
by  the  targeted  poverty-related  development 
programmes,  which  are  carried  out  by  sec- 
toral departments  as  well  as  sub-national 
authorities.  On  the  other  hand,  in  Tanzania, 
the  experience  is  slightly  different.  Povert}' 
Eradication  Project  is  administered  and  cent- 
ralized under  the  Prime  Minister's  Office 
(PMO).  There  is  almost  nothing  acknow- 
ledged to  other  sectoral  departments  as 
far  as  poverty  alleviation  is  concerned. 

Fifth,  it  is  true  that  "market-driven  and 
state-led  development  termed  market-friend- 
ly strategy"  has  been  particularly  effect- 
ive in  Indonesia.  However,  experience  has 
shown  that  "market-friendly"  is  not  only 
alarming  but  also  frustrates  efforts  to  alle- 
viate poverty.  In  Tanzania,  the  advent  of  in- 
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discriminate  and  run-away  privatization  of 
the  means  of  production  has  made  efforts 
to  eradicate  poverty  very  gloomy.  For  ex- 
ample, corruption  is  on  the  peak  while  the 
number  of  jobs  have  decreased,  making  the 
struggle  to  eradicate  poverty  a  lost  battle. 

Sixth,  although  donors  have  always  been 
praised  to  the  betterment  of  our  economic 
as  well  as  social  life,  yet  there  is  much  to 
be  desired.  The  Structural  Adjustment  Pro- 
gramme policies  in  Tanzania  have  raised 
a  number  of  unanswered  questions.  Civil 
Service  Reform  (CSR)  and  Parastatal  Sector 
Reform  Commission  (PSRC),  as  implement- 
ing bodies  have  paved  the  way  for  mas- 
sive retrenchment  and  the  sale  of  public 
enterprises.  Consequently,  this  has  increased 
unemployment  and  poverty.  Therefore,  this 
has  in  turn  diminished  hopes  to  eradicate 
the  same  problems. 

Seventh,  Indonesia's  economic  growth 
in  the  1970s  was  partly  contributed  by  a 
number  of  factors  which  are  listed  as  re- 
venues from  natural  resources  (oil  and  for- 
estry products),  foreign  investments  and 
borrowing.  While  foreign  investments  and 
borrowing  are  currently  almost  dwindled 
due  to  the  current  economic  crisis,  the  Indo- 
nesia government's  approach  of  permitting 
foreign  investment  in  virtually  all  sectors, 
ultimately  have  created  a  weaker  groimd  in 
the  fundamental  elements  of  the  economy. 
On  the  other  hand,  the  current  economic  cri- 
sis has  created  the  emergence  of  long  and 
painful  process  of  reforming  goverrunent, 
a  process  which  was  otherwise  supposed  to 
have  been  accomplished  long  ago.  Rigidity 
of  governments  have  along  term  impact 
which  sometimes  pave  the  way  for  in- 
creasing poverty.  Tanzania,  on  the  other 
hand,  could  draw  this  lesson.  In  order  to 


establish  a  conducive  environment  for  the 
functioning  of  foreign  investments,  there 
must  be  transparent  political  governance 
embedded  with  democratic  principles.  Never- 
theless, it  is  not  a  secret  that  the  Third 
Phase  Govermnent  of  President  Benjamin 
William  Mkapa  which  assumed  leadership 
through  democratic  multiparty  election  in 
1995,  has  so  far  done  some  recommendable 
job  on  poverty  eradication.  For  example,  his 
administration  has  managed  to  formulate  a 
25  years  Action  Plan  on  poverty  eradication 
programme,  which  is  to  be  implemented  till 
year  2025. 

Another  important  aspect  of  Tjokrowi- 
noto  is  that  his  analysij.  is  very  objective. 
In  his  opinion,  such  issues  as  the  defini- 
tion of  poverty,  marginalization  and  dis- 
placement of  peasants  from  their  land,  the 
flaw  of  Presidential  Instructions,  the  im- 
portance of  human  resource  development, 
democratic  governance,  empowerment  of  the 
people  are  all  well  brainstormed  with  ra- 
tionality. The  author's  approaches  to  these 
topics  were  very  reasonable. 

Consequently,  such  objective  approach 
does,  not  make  the  book  dry  and  uninterest- 
ing. For  instance,  the  statistical  interpreta- 
tions of  data  to  substantiate  his  thesis  on 
the  trend  of  poverty  in  Indonesia  is  very  in- 
teresting. This  book  is  commendable  to  aca- 
demicians, practitioners  and  policy  makers. 

Therefore,  in  spite  of  the  few  issues 
which  are  a  bit  by-passed  by  the  current  eco- 
nomic crisis,  it  could  still  be  concluded  that 
this  book  is  worth  reading.  From  the  re- 
viewers opinion,  Macro-Optimism  and  Micro- 
Skepticism:  Two  Dimensions  of  Indonesian 
Poverty  Alleviation  Politics  is  a  stimulating 
book  on  an  extremely  important  theme. 
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